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Title  7 — Agriculture 

CHAPTER  II— FOOD  AND  NUTRITION 

SERVICE,  DEPARTMENT  OF  AGRICUL¬ 
TURE 

SUBCHAPTER  C— FOOD  STAMP  PROGRAM 
[Arndt.  47] 

ADMINISTRATIVE  COSTS  OF  STATE 
AGENCIES 

Pursuant  to  the  authority  contained 
in  the  Food  Stamp  Act  of  1964,  as 
amended  (78  Stat.  703,  as  amended;  7 
U.S.C.  2011-2026),  regulations  governing 
the  operation  of  the  Food  Stamp  Pro¬ 
gram  are  hereby  amended. 

The  Intergovernmental  Cooperation 
Act  of  1968  (42  U.S.C.  4201-4244)  was 
passed  for  the  purpose  in  part  of:  (a) 
achieving  the  fullest  cooperation  and  co¬ 
ordination  of  activities  among  levels  of 
governments;  (b)  Improving  the  admin¬ 
istration  of  gitmts -in-aid  to  the  States; 
and  (c)  Establishing  coordinated  inter¬ 
governmental  policy  and  administration 
of  Federal  assistance  programs. 

To  this  end  there  has  been  a  continu¬ 
ing  effort  within  the  Federal  Govern¬ 
ment  to  simplify  and  standardize  the 
multitude  of  varying  and  oftentime  con¬ 
flicting  requirements  in  the  same  subject 
area  on  the  recipients  of  Federal  assist¬ 
ance.  Inherent  in  this  standardization 
is  the  concept  of  decentralizing  and  the 
placing  of  greater  reliance  on  State  and 
local  governments. 

Legislatively  imposed  constraints  pre¬ 
viously  prohibited  standardization  of 
program  administrative  practices  in  Food 
Stamp  Program  administration  in  the 
manner  envisioned  by  the  Intergovern¬ 
mental  Cooperation  Act.  However,  enact¬ 
ment  of  Pub.  L.  93-347  amended  section 
15(b)  of  the  Food  Stamp  Act  to  read  as 
follows: 

(b)  The  Secretary  is  authorized  to  pay 
to  each  State  agency  an  amount  equal  to  50 
per  centum  of  aU  administrative  costs,  in¬ 
cluding,  but  not  limited  to,  the  cost  of  (1) 
The  certification  of  households;  (2)  The  ac¬ 
ceptance,  storage,  and  protection  of  coupons 
after  their  delivery  to  receiving  points  with¬ 
in  the  States:  (3)  The  issuance  of  such 
coupons  to  eligible  households;  (4)  The  out¬ 
reach  and  fair  hearing  requirements  of  sec¬ 
tion  10  of  this  Act;  and  (5)  The  control  and 
accounting  of  coupons:  Prxmided,  That  each 
State  shall,  from  time  to  time  at  the  request 
of  the  Secretary,  report  to  the  Secretary  on 
the  effectiveness  of  its  administration  of  the 
program  and  no  such  payment  shall  be  made 
to  any  State  unless  the  Secretary  is  satisfied 
pursuant  to  regulations  which  he  shall  is¬ 
sue  that  an  adequate  number  of  qualified 
personnel  are  employed  by  the  State  in  the 
program  to  administer  the  program  efficiently 
and  effectively. 

While  the  Food  Stamp  Program  is  not 
a  grant-in-aid  program,  it  falls  within 
the  definition  of  “grant”  in  Federal  Man¬ 
agement  Circular  74-7  (formerly  OMB 
Circular  No.  A-102)  insofar  as  it  relates 
to  payments  to  the  States  for  administra¬ 
tive  cost,  by  virtue  of  the  fact  that  State 
agencies  enter  with  the  Food  and  Nutri¬ 
tion  Service  into  contractual  arrange¬ 
ments;  i.e.,  plans  of  operation  for  the  ad¬ 
ministration  of  the  Food  Stamp  Pro¬ 
gram.  The  d^nltion  of  “grant”  in  FM 
Circular  74-7  reads: 


RULES  AND  REGULATIONS 

The  term  "grant”  •  •  •  means  money,  or 
property  provided  in  lieu  of  money,  paid  or 
furnished  by  the  Federal  Government  to  a 
State  or  local  government  under  programs 
that  provide  financial  assistance  through 
grant  or  contractual  arrangements  «  •  * 

Not  all  provisions  are  directly  applica¬ 
ble  tc  Food  Stamp  Program  administra¬ 
tion.  In  those  instances,  the  circular  has 
been  adapted  to  the  unique  requirements 
of  the  Food  Stamp  Program. 

Substantial  portions  of  this  Part  275 
are  derived  from  FM  and  from  FM  Cir¬ 
cular  74-7,  which  are  binding  in  most 
aspects  upon  the  Department  of  Agri¬ 
culture  and  other  Federal  agencies  mak¬ 
ing  grants  to  or  contracting  with  State 
and  local  governments.  This  amendment 
also  establishes  (§  275.16  and  Appendix 
A)  principles  for  determining  aUowable 
costs  under  payments  to  States  by  the 
Food  and  Nutrition  Service  for  costs  of 
administering  Food  Stamp  Programs. 
Implementation  of  this  Part  275  requires 
conforming  amendments  to  the  existing 
regulations  governing  operation  of  the 
Pood  Stamp  Program. 

Section  275.10,  Monitoring  and  Re¬ 
porting  of  Program  Performance,  pro¬ 
vides  that  sp>ecific  requirements  on  re¬ 
porting  and  conditions  for  continued 
funding  will  be  published  at  a  later  date 
for  proposed  rulemaking.  During  this 
interim  period  State  agencies  may  re¬ 
ceive  funds  under  Pub.  L.  93-347  upon 
compliance  with  the  provisions  of  this 
subchapter  for  program  costs  incurred 
on  and  after  October  1,  1974.  The  intent 
of  allowing  State  agencies  to  receive  such 
funds  prior  to  final  publication  is  to  per¬ 
mit  State  agencies  a  reasonable  period  of 
time  to  Identify  program  weaknesses  and 
to  utilize  the  additional  funding  to  take 
any  necessary  corrective  action  to  im¬ 
prove  program  administration  prior  to 
the  implementation  of  regulations  which 
coxdd  result  in  suspension  or  cancellation 
of  funding. 

Despite  standardization,  however, 
there  are  areas  in  which  there  must  be 
exceptions,  such  as : 

(1)  Payments  to  State  agencies  for  the 
in-kind  value  of  services  performed  by  volun¬ 
teers  or  contributed  by  third  persons.  The 
value  of  in-kind  contributions  of  goods  or 
services  by  third  peonies  shall  not  be  con¬ 
sidered  as  eligible  for  payments  by  FNS  to 
State  agencies  as  a  part  of  their  costs  for 
program  administration. 

(2)  The  provisions  of  PM  Circular  74-7 
deal  with  loan  guarantees  in  connection  with 
grants.  Such  provisions  are  not  appUcable  to 
Food  Stamp  Program  administration. 

(3)  Costs  of  Insurance  covering  the  risk 
of  loss  of,  or  damage  to.  Federal  Government 
pre^erty  would  not  ordinarily  be  a  cost  of 
program  administration;  however,  since 
States  are  held  strictly  accountable  for  all 
losses  of  coupons,  such  costs  of  insurance  for 
the  loss  or  theft  of  food  coupons  shall  be 
an  allowable  cost  of  program  administration. 

(4)  Indemnification — that  is,  secraring  the 
State  agency  against  llabUitles  to  third  per¬ 
sons  and  other  losses  not  compensated  by  in¬ 
surance  or  otherwise — is  not  allowable  under 
the  provisions  of  FM  Ciretdar  74-4  unless 
expressly  provided  for  in  an  agreement  be¬ 
tween  States  and  Federal  agencies.  In  the 
case  of  FNS,  FNS  shaU  not  be  obligated  to 
Indemnify  the  State  nor  shall  such  a  pro¬ 


vision  be  incorporated  in  any  State  Plan  of 
Operation  or  related  agreement. 

(5)  While  pertinent  circulars  provide  for 
various  methods  of  payments,  in  the  interest 
ot  uniformity  and  because  of  the  limited 
number  of  WS  assistance  programs,  all  pay¬ 
ments  will  be  made  through  the  “letter-of- 
credit”  system  as  set  out  in  $  275.11. 

Relation  to  FM  Circular  74-7.  Sections 
275.3  through  275.15,  inclusive,  are 
adapted  from  FM  Circular  74-7,  which, 
as  adapted  for  the  purpose  of  this  Part 
275,  will  be  considered  binding  on  USDA 
as  it  Is  to  other  Federal  agencies  which 
do  make  grants  to  State  and  local  gov¬ 
ernments.  The  circular  was  one  of  the 
major  results  of  the  Federal  Assistance 
Review. 

(FAR)  program,  a  three-year  effort 
ordered  by  the  President  on  March  27, 
1969,  to  simplify,  standardize,  decen- 
traliise,  and  othwwise  modernize  the 
Federal  grant  machinery.  Inherent  in 
the  FAR  program  and  in  the  develop¬ 
ment  of  the  standards  in  FM  Circular 
74-7  was  the  concept  of  placing  greater 
reliance  on  State  and  local  governments. 

FM  Circular  74-7  consists  of  a  basic 
document,  setting  forth  the  circular’s 
purpose,  background,  certain  definitions, 
cova*age.  etc.,  and  a  series  of  attach¬ 
ments,  each  of  which  covers  a  more  or 
less  discrete  area  of  grant  administra- 
tiem.  The  circular’s  attachements  are  as 
follows: 


Attachment;  Subject 

A _  Cash  Depositories. 

B _  Bonding  and  Insurance. 

C -  Retention  and  Custodial  Re¬ 

quirements  for  Records. 

D _  Waiver  of  “Single”  State 

Agency  Requirements. 

E _  Program  Income. 

F _  Ifmtdilng  Share. 

Q _  Standards  for  Grantee  Finan¬ 

cial  Management  Systems. 

H _  Financial  Reporting  Require¬ 

ments. 

I _  Monitoring  and  Reporting  of 

Program  Performance. 

J _  Grant  Payment  Requirements. 

K _  Budget  Revision  Procedures. 

li _  Grant  Closeout  Procedures. 

M _ Standard  Forms  for  Applying 

for  Federal  Assistance. 

N _  Property  Management  Stand¬ 

ards. 

O _  Procurement  Standards. 


Section  275.1  of  Part  275  provides  gen¬ 
eral  requirements  applicable  to  Part  275 
sm  a  whole,  and  is  roughly  equivalent  in 
fimctkm  to  Uie  basic  FM  Circular  74-7 
document. 

Cost  prineiples.  The  cost  principles  pre¬ 
scribed  by  i  275.16,  set  forth  in  full  in 
the  text  of  Ai^iendix  A  have  been  in  use 
by  DHEW  in  management  of  federally 
funded  programs  for  several  years  but 
until  recently^  have  been  published  by 
DHEW  only'  in  staff  manual  and 
brochure  formats. 

Appendix  A  covers  payments  to  State 
agencies  and  is  taken  essentially  from 
PM  Circular  74-4,  "Principles  for  deter- 
minhig  costs  applicable  to  grants  and 
cmitracts  wtih  State  and  local  govem- 
ments.”  Appendix  A  also  includes  the 
principles  ai  OMB  Circular  A-90,  “Co- 
c^ierating  with  State  and  local  govern¬ 
ments  to  coordinate  and  improve  Infor- 
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matlon  systems.”  These  Circulars  are 
binding  on  all  Federal, agencies,  except 
that  the  language  has  been  adapted  to 
deal  with  payments  to  State  agencies  of 
portions  of  the  costs  of  Food  Stamp  Pro¬ 
gram  administration  rather  than 
“grants.” 

Those  exceptions  to  the  provisions  of 
FM  Circular  74-4  which  appear  here  are 
necessary  to  enable  Food  Stamp  Program 
administration  to  be  adapted  to  the 
relevant  circulars,  as  is  explained  above. 

It  is  the  policy  of  the  Department  that 
30  days’  notice  is  given  for  comments 
on  amendments  to  the  regulations.  How¬ 
ever,  in  view  of  the  immediate  need  for 
placing  this  amendment  into  effect,  it  is 
hereby  determined  to  be  contrary  to  the 
public  interest  to  give  notice  of  proposed 
rulemaking  with  respect  to  this  amend¬ 
ment.  Therefore,  while  this  amendment 
shall  become  effective  December  17, 1974, 
it  provides  for  funding  oi  program  costs 
Incurred  on  or  after  October  1, 1974,  upon 
compliance  with  the  provisions  of  this 
Part 

Because  the  Department  feels  that  the 
public  should  have  an  opportunity  to 
comment  on  these  regulations,  com¬ 
ments  are  solicited  until  January  16. 
1975.  Written  comments,  suggestions  or 
objections  should  be  submitted  to  P. 
Rojral  Shipp,  Director,  Food  Stamp  Diid- 
sion.  Food  and  Nutrition  Service,  U.S. 
Department  of  Agriculture,  Washington, 
D.C.  20250.  Amendments  to  or  revisions 
In  this  amendment  will  be  made  if,  after 
due  consideration  of  comments,  sugges¬ 
tions  or  objections  received,  it  is  deter¬ 
mined  that  such  revisions  or  amend¬ 
ments  are  necessary. 

Interested  persons  are  reminded  that, 
as  explained  above,  much  of  Part  275  is 
derived  frqm  FM  Circular  74-4  and  FM 
Circvilar  74-7  from  which  USDA  cannot 
imilaterally  deviate. 

Consequently,  the  Department’s  dis¬ 
cretion  to  act  on  any  (XHnments  which 
take  issue  with  provisions  mandated  by 
the  circtilars  may  be  limited  to  referral 
of  such  comments  to  those  Federal  offi¬ 
cials  who  are  in  a  position  to  change  the 
circulars. 

Chapter  n  of  Title  7  of  the  Code  of 
Federal  Regulations  is  amended  as  fol¬ 
lows: 

PART  271— PARTICIPATION  OF  STATE 
AGENCIES  AND  ELIGIBLE  HOUSEHOLDS 

1.  The  heading  and  text  of  §  271.2  is 
revised  to  read  as  follows: 

§  271.2  Payments  for  certain  State 
agency  administrative  costs. 

(a)  FNS  is  authorized  to  pay  to  each 
State  agency  an  amomit  equal  to  50  per- 
centum  of  administrative  costs  incurred 
pursusmt  to  !  270.3(b)  of  this  subchap¬ 
ter  on  or  after  October  1, 1974. 

(b)  In  any  case,  where  an  admin¬ 
istrative  cost  of  a  State  agency  is  paid 
with  funds  which  have  been  contributed 
by  another  Federal  agency  or  by  an 
agency  from  other  federally  furnished 
funds,  FNS  will  pay  up  to  50  percentum 
of  the  administrative  cost,  but  in  no  case 
will  the  total  of  the  FNS  payment  and 
the  other  federally  contributed  or  fur¬ 


nished  funds  total  more  than  100  per¬ 
cent.  Unless  authorized  by  Federal  legis¬ 
lation,  outlays  charged  to  other  Federal 
grants  or  to  Federal  contracts  may  not 
be  considered  as  State  agency  costs. 

(c)  Submission  of  claims  for  pay¬ 
ments  of  such  costs  shall  be  in  accord¬ 
ance  with  Part  275  of  this  subchapter. 

2.  Section  271.10(d)  is  revoked  as  fol¬ 
lows: 

§  271.10  Eligibility  and  certification  of 
supplemental  security  income  recip¬ 
ients. 

•  •  •  •  • 

(d)  [Removed] 

•  •  •  •  • 


PART  275— PAYMENT  OF  CERTAIN  AD¬ 
MINISTRATIVE  COSTS  OF  STATE 
AGENCIES 

3.  A  new  Part  275  is  added  to  read  as 
follows: 

Sec. 

276.1  General. 

275.2  Cash  Depositories. 

276.3  Bonding  and  Insurance. 

276.4  Retention  and  custodial  requirements 

for  records. 

275.5  Single  State  Agency  requirements. 

275.6  Program  Fund  related  income. 

275.7  Payments  to  State  Agencies. 

275.8  Standards  for  State  Agency  and  Sub¬ 

agency  financial  management  sys¬ 
tems. 

275.9  Financial  reporting  requirements. 

275.10  Monitoring  and  reporting  of  program 

perfwmance. 

275.11  Payment  requirements. 

275.12  Budget  and  budget  revision  proce¬ 

dures. 

276.13  Suspension  or  cancellation  of  pay¬ 

ments  and  program  closeout. 

276.14  Pre^erty. 

275.16  Procurement  standards. 

275.16  Cost  Principles. 

Appendix  A — Principles  for  Determining 
Costs  Applicable  to  AdnUnistratlon  of 
the  Food  Stamp  Program  by  State 
Agencies 

AxmiORiTT:  78  Stat.  703,  as  amended;  7 
n.S.C.  201-2026);  unless  otherwise  noted. 

§  275.1  General. 

(a)  Purpose.  This  section  establishes: 
(1)  Uniform  requirements  for  the  ad¬ 
ministration  of  Food  Stamp  Program 
funds  to  State  agencies,  and 

(2)  Principles  for  determining  costs 
applicable  to  activities  assisted  by  the 
Food  Stamp  Program  funds  provided  to 
State  agencies. 

(b)  Scope.  This  section  sets  forth: 

(1)  General  rules  and  regulations  per¬ 
taining  to  this  part  (definitions,  pur¬ 
pose  and  scape,  and  applicability) ;  and 

(2)  procedures  for  control  of  deviations 
from  this  part. 

(c)  Definitions.  As  used  in  this  sec¬ 
tion,  the  words  and  terms  shall  have  the 
meanings  set  forth  below,  unless  a  dif¬ 
ferent  definition  is  prescribed  for  a  par¬ 
ticular  portion  of  this  section. 

“Food  Stamp  Program  funds”  means 
money,  or  property  provided  in  lieu  of 
money,  paid  or  furnished  by  XJSDA  to 
an  eli^ble  State  agency  as  costs  of  ad¬ 
ministering  the  Food  Stamp  Program. 
The  term  includes  such  financial  assist¬ 


ance  when  provided  by  contract,  but 
does  not  include  any  Federal  procure¬ 
ments  subject  to  toe  procurement 
regulations  in  41  CFR,  nor  does  it  in¬ 
clude  technical  assistance  or  other  as¬ 
sistance  in  the  form  of  revenue  sharing, 
loans,  loan  guarantees,  interest  sub¬ 
sidies,  insurance,  except  as  provided  by 
this  part,  or  direct  appropriations.  The 
term  does  not  include  food  coupons  or 
the  value  of  food  coupons  or  the  funds 
representing  purchase  reqiiirements 
paid  by  households. 

“State  agency”  means  the  organiza¬ 
tion  or  person  to  which  program  ftmds 
are  given  and  which  is  acco\mtable  to 
toe  Federal  Government  for  the  use  of 
the  funds  provided.  Tho  term  does  not 
include  any  secondary  recipients  such  as 
subagencies,  contractors,  etc.,  who  may 
receive  funds  from  a  State  agency  pur¬ 
suant  to  the  administration  of  the  Food 
Stamp  Program. 

“FNS”  means  toe  Pood  and  Nutrition 
Service. 

“USDA”  means  the  U.S.  Department  of 
Agriculture. 

“Local  government”  means  a  local  unit 
of  government  including  specifically  a 
coimty,  municipality,  city,  town,  town¬ 
ship,  local  public  authority,  special  dis¬ 
trict,  intrastate  district,  council  of  gov¬ 
ernments,  sponsor  group  representative 
organization,  and  other  regional  or  inter¬ 
state  government  entity,  or  any  agency 
or  Instrumentality  of  a  local  government 
exclusive  of  institutions  of  higher  educa¬ 
tion  and  hospitals. 

“OGPM”  means  the  Office  of  Grants 
and  Procurement  Management,  which  is 
an  organizational  component  within  the 
Office  of  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare. 

“GSA”  means  the  General  Services  Ad¬ 
ministration.  For  purposes  of  this  part 
it  means  Office  of  Federal  Management 
Policy  within  toe  General  Services  Ad¬ 
ministration. 

“State”  means  any  one  of  the  50  States 
of  the  United  States,  the  District  of  Co¬ 
lumbia,  Puerto  Rico,  Guam  and  the 
Virgin  Islands  of  the  United  States. 

“Subagency”  means  toe  organization 
or  person  to  which  a  State  agency  makes 
any  payment  for  acquisition  of  goods, 
materials  or  services  for  use  in  adminis¬ 
tering  the  Food  Stamp  Program  and 
which  is  accountable  to  toe  State  agency 
for  the  use  of  the  funds  provided. 

“Terms  and  Conditions”  means  all 
legal  requirements  imposed  by  the  Feder¬ 
al  Government  whether  imder  statute, 
regulations,  contracts,  agreements,  or 
otherwise. 

(d)  Applicability  of  this  part.  (1)  Sec¬ 
tions  275.5  through  275.8  inclusive  are 
applicable  to  State  agencies.  Except  to 
the  extent  inconsistent  with  an  applicable 
Federal  statute  or  regular  SS  275.2 
through  275.15  are  applicable  to  all  pay¬ 
ments  made  to  State  agencies.  Upon  com¬ 
pliance  with  the  provisions  of  this  part, 
pa3rments  will  be  made  for  program  costs 
incurred  on  or  after  October  1,  1974. 

(2)  Section  275.16.  The  applicability 
of  this  section  is  set  forth  therein. 

(e)  Deviations.  (1)  A  deviation  shall  be 
considered  to  be  either  of  the  following. 


FEDERAL  REGISTER,  VOL.  39,  NO.  243 — TUESDAY,  DECEMBER  17,  1974 


436M 


RULES  AND  REGULATIONS 


except  when  specifically  mandated  by 
Federal  legislation: 

(1)  Use  of  any  policy,  procedure,  form, 
standard,  or  condition  which  is  incon¬ 
sistent  with  an  applicable  provision  of 
this  part,  or 

(ii)  Failure  to  iise  when  api^cable  any 
policy,  procedure,  form,  standard,  or 
program  fund  conditicm  which  is  required 
by  this  part. 

(2)  In  the  Interest  of  maintaining  uni¬ 
formity  to  the  greatest  extent  feasible, 
deviations  shall  be  kept  to  a  minimum. 

A  deviation,  whether  proix)6ed  by  a  State 
agency  or  FNS,  may  be  authcn’ized  only 
when  necessary  to  meet  program  objec¬ 
tives,  to  conserve  program  funds,  or  when 
it  is  otherwise  essential  to  the  public  in¬ 
terest. 

(3)  Deviations  from  §§  275.2  through 
275.15  inclusive  may  be  made  in  regard 
to  Food  Stamp  Program  funds  to  a  State 
or  local  government,  only  when  author¬ 
ized  by  both: 

(i)  The  Administrator  of  FNS  or  other 
officials  if  designated  in  or  pursuant  to 
formal  deviation  control  procedures  es¬ 
tablished  by  FNS,  and 
(u)  GSA. 

(4)  Deviations  from  S  275.16  and  Ap¬ 
pendix  A  to  this  part  may  be  made  only 
as  follows: 

(i)  In  Individual  cases  (i.e.,  where  only 
a  single  program  fiind  is  involved)  devia¬ 
tions  may  be  authorized  by  the  Adminis¬ 
trator  of  FNS  or  by  other  officials  if  desig¬ 
nated  in  or  pursuant  to  formal  deviation 
control  procedures  established  by  the 
agency. 

(ii)  Deviations  in  classes  of  cases  may 
be  made  only  when  authorized  as  pro¬ 
vided  in  paragraph  (e)  (3)  of  this  sec¬ 
tion. 

§  275.2  Cash  depositories. 

(a)  Physical  segregation  and  eligibil¬ 
ity.  FNS  will  not: 

(1)  Require  physical  segregation  of 
cash  depositories  for  program  funds 
which  are  provided  to  a  State  agency. 

(2)  Establish  any  eligibility  require¬ 
ments  for  cash  depositories  in  which  pro¬ 
gram  funds  are  deposited  by  a  State 
agency  or  subagency. 

(b)  Minority-owned  banks.  Clonsistent 
with  the  national  goal  of  expanding  op¬ 
portunities  for  minority  business  enter¬ 
prise,  State  agencies  are  encouraged  to 
use  minority-owned  banks. 

§  275.3  Bonding  and  Insurance. 

(a)  General.  In  administering  FNS 
program  ftmds.  State  agencies  shall  ob¬ 
serve  their  regular  requirements  and 
practices  with  respect  to  bonding  and  in¬ 
surance.  FNS  will  not  impose  additional 
bonding  and  instirance  requirements,  in¬ 
cluding  fidelity  bonds. 

(b)  Loan  guarantees.  FNS  shall  make 
no  guarantees  of  any  loan  or  payment 
of  money  borrowed  by  a  State  agency  for 
purposes  of  administration  of  ^the  Food 
Stamp  Programs,  nor  shall  any  State 
agency  make  any  assurances  to  any 
lendor  or  contractor  that  f^S  will  fur¬ 
nish  funds  for  such  piirposes. 


§  275.4  Retention  and  Cnstedial  Re¬ 
quirements  for  Records. 

(a)  Length  of  retention  period.  PNS 
will  not  Impose  record  retention  require¬ 
ments  over  and  above  those  estabUi^ed 
by  the  State  agency  except  that  financial 
records,  supporting  documents,  statisti¬ 
cal  records,'  and  all  other  records  per¬ 
tinent  to  FNS  program  funds,  or  to 
negotiated  contracts  exceeding  $2,500, 
thereunder,  shall  be  retained  for  a  period 
of  three  years,  with  the  following  qualifi¬ 
cations: 

( 1 )  If  audit  by  or  on  behalf  of  the  Fed¬ 
eral  Government  has  begim  but  is  not 
completed  at  the  end  of  the  three-year 
period,  or  if  audit  findings  have  not  been 
resolved  at  the  end  of  the  three-year  pe¬ 
riod,  the  records  shall  be  retained  until 
resolution  of  the  audit  findings.  In  no 
case,  however,  •will  FNS  require  retcmtion 
of  records  relating  to  any  program  funds 
with  respect  to  which  actions  by  the 
United  States  to  recover  for  diversion  of 
money  paid  under  the  program  funds  are 
barred  by  the  statute  of  limitations  in 
28  U.S.C.  2415(b). 

(2)  In  order  to  avoid  duplicate  record¬ 
keeping,  FNS  may  make  special  arrange¬ 
ments  with  a  State  agency  to  retain  any 
records  which  are  continuously  needed 
for  joint  use.  FNS  will  request  transfer 
of  records  to  its  custody  from  a  State 
agency  when  it  determines  that  the  rec¬ 
ords  possess  long-term  retention  value. 
When  the  records  are  transferred  to  or 
maintained  by  FNS,  the  three-year  re¬ 
tention  requirement  is  not  applicable  to 
the  State  agency. 

(b)  Starting  date  of  retention  pe¬ 
riod. — (1)  General.  The  retention  period 
for  each  year’s  records  starts  from  the 
date  of  submission  to  FNS  of  the  State 
agency’s  first-  quarterly  expenditure  re¬ 
port  for  that  year.  For  nonconstructlon 
activities,  the  term  “mEpenditure  report” 
means:  The  “Financial  Status  Report” 
(or  other  report  equivalent  lliereto) . 

(2)  Records  for  nonexpendable  prop¬ 
erty.  For  nonexpendable  personal  prop¬ 
erty  whose  acqulsiti(m  cost  was  borne  in 
whole  or  in  part  by  FNS  program  fimds, 
property  records  required  by  §  275.14(f) 
shall  be  retained  for  three  years  after 
final  disposition  of  the  property.  For 
purposes  of  this  paragraph,  pa3nnent  by 
the  State  agency  to  the  United  States  for 
the  Federal  share  of  the  fair  market 
value  of  such  property,  in  accordance 
with  §  275.14  of  this  part,  shall  be 
deemed  in  final  disposition  of  such  prop¬ 
erty. 

(3)  Records  for  indirect  cost  rate  pro- 
poposals.  etc. — (i)  Applicability.  This 
paragra^  applies  to  records  supporting 
indirect  cost  rate  proposals,  cost  alloca¬ 
tion  plans  of  State  and  local  govern¬ 
ments  piursuant  to  Appendix  A  to  this 
part,  and  any  similar  accoimting  compu¬ 
tations  of  the  rate  at  which  a  particular 
group  of  costs  is  chargeable  to  FNS  pro¬ 
gram  funds.  Examples  of  the  latter  are 
computer  usage  chargeback  rate  compu¬ 
tations  and  composite  fringe  benefit  rate 
computations. 

(ii)  If  submitted  to  the  Federal  Gov¬ 


ernment.  If  the  proposal,  plan,  or  other 
cmnputation  is  required  to  be  submitted 
to  the  Federal  Govemmmit  to  form  the 
basis  for  negotiatUm  the  rate,  then 
the  three-year  retention  period  for  its 
supporting  records  starts  from  the  date 
of  such  submission. 

(iii)  If  not  submitted  to  the  Federal 
Government.  If  the  proposal,  plan,  or 
other  computation  is  not  required  to  be 
submitted  to  the  Federal  Government 
for  negotiation  purposes,  then  the  three- 
year  retention  period  for  its  sui^xurting 
records  starts  from  Uie  end  of  the  State 
agency’s  fiscal  year  (or  other  accounting 
period  covered  by  the  proposal,  plan  or 
other  computation) . 

(c)  Substitution  of  Microfilm.  Btate 
agencies  may  be  authorized  by  FNS  to 
substitute  microfilm  or  other  adequate 
copies  in  Ueu  of  original  records. 

(d)  Access  to  records.  (1)  USDA, 
FNS,  and  the  Comptroller  General  of  the 
United  States,  or  any  of  their  duly  au¬ 
thorized  repoesentatives,  shall  have  ac¬ 
cess  to  any  books,  documents,  papers  and 
records  of  the  State  agency  which  any  of 
them  determine  are  pertinent  to  ad¬ 
ministration  of  specific  FNS  program 
funds  for  the  purpose  of  making  audit, 
examination,  excerpts  and  transcripts. 

(2)  In  the  case  of  a  payment  (or  ne¬ 
gotiated  contract  exceeding  $2,500)  using 
FNS  program  funds  the  State  agency, 
USDA,  FNS,  the  Comptroller  General  of 
the  United  States,  or  any  of  ttieir  duly 
authorized  representatives,  shall  have 
access  to  any  books,  dociunents,  papers 
and  records  of  the  subagency  or  contrac¬ 
tor  which  the  State  agency,  USDA,  FNS 
or  the  Comptroller  General  of  the  United 
States  or  any  of  their  duly  authorized 
representatives,  determine  are  pertinent 
to  administration  of  the  specific  FNS 
program  funds,  for  the  purpose  of  mak¬ 
ing  audit,  examination,  excerpts,  and 
transcripts. 

(e)  Restrictions  on  public  access.  Un¬ 
less  otherwise  required  by  law,  FNS  will 
not  place  restrictions  on  State  agencies 
which  will  limit  public  access  to  the  State 
agency’s  records  or  to  the  records  of  their 
subagencies  or  contractors,  except  when 
the  records  must  remain  confidential  for 
any  of  the  following  reasons: 

(1)  To  prevent  a  clearly  unwarranted 
invasion  of  personal  privacy. 

(2)  To  cmnp^  with  an  Executive  Order 
or  statute  which  specifically  requires  the 
records  to  be  kept  secret. 

(3)  To  protect  commercial  or  financial 
information  obtained  from  a  person  or 
firm  on  a  privileged  or  ccmfidential  basis. 

(4)  To  protect  information  which 
could  be  Improperly  exploited  for  per¬ 
sonal  gain. 

(5)  To  comply  with  the  provisions  of 
this  subchapter  regarding  disclosure  of 
information. 

§  275.5  Single  State  Agency  require¬ 
ment. 

When  a  State  wishes  to  deviate  from 
the  single  State  agency  requirement.  It 
shall  request  aj^roval  from  P7IS. 
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§  275.6  Program  Fund-Related  Income. 

(a)  Scope.  This  section  sets  forth 
standards  for  State  agencies'  accounting 
for  program  income  related  to  projects 
financed  In  whole  or  in  part  by  FNB  pro¬ 
gram  funds. 

(b)  Meaning  of  program  income.  As 
used  In  this  section,  the  term  “program 
income”  shall  have  the  meaning  set  forth 
for  that  term  in  9  275.9(b) . 

(c)  Interest  income.  (1)  As  used  In 
paragn4>h  (c)  (2)  of  this  section  and  In 
accordance  with  section  102  of  the  In¬ 
tergovernmental  Cooperation  Act  of  1968. 
the  term  “State”  means  any  of  the  sev¬ 
eral  States  of  the  United  States,  the  dis¬ 
trict  of  Columbia,  Puerto  Rico,  any  ter¬ 
ritory  or  possession  of  the  United  States, 
or  any  agency  or  instrumentality  of  a 
State,  but  does  not  Include  the  govern¬ 
ments  of  the  political  subdivisions  of  the 
State. 

(2)  In  accordance  with  section  203  of 
the  Intergovernmental  Cooperation  Act 
of  1968.  States  shall  not  be  held  account¬ 
able  for  interest  earned  on  program 
funds,  pending  their  disbursement  for 
program  purposes. 

(d)  Sale  of  personal  property.  Proceeds 
from  the  sale  of  tangible  personal  prop¬ 
erty  whose  ac(iuisltlon  cost  was  borne  in 
wh(de  or  in  part  by  17^  program  funds 
shall  be  handled  in  accordance  with 
9  275.14. 

(e)  Royalties — (1)  Applicability — (1) 
Copyrights.  This  section  applies  to  royal¬ 
ties  received  by  State  agencies  from 
copyrights  on  publications  or  other  works 
developed  tinder  PNS  program  fimds. 

(11)  Patents.  This  section  also  am>lles 
to  rosraltles  received  by  State  agencies 
from  patents  on  inventions  conceived 
or  first  actually  reduced  to  use  in  the 
course  of  or  under  any  FNS  program 
f\md. 

(2)  During  the  program  fund  period. 
If  the  State  agency  receives  royalties 
during  the  operation  of  the  Food  Stamp 
Program,  they  may  be  handled  in  one 
of  two  ways; 

(1)  Such  royalties  shall  be  used  by  the 
State  agency  for  any  purposes  which  fur¬ 
ther  the  objectives  of  the  Food  Stamp 
Act,  or 

(il)  Such  royalties  shall  be  deducted 
from  total  projects  costs  for  the  purpose 
of  determining  the  net  costs  on  which 
the  FNS  diare  of  costs  shall  be  based. 
When  a  State  receives  income  from  pat¬ 
ents  the  State  agency  shall  elect  either 
of  the  alternatives  specified  in  this 
paragraph  if  the  terms  and  conditions  of 
the  Statewide  cost  allocation  plan  or 
the  State’s  indirect  cost  rate  proposal 
do  not  specify  which  is  to  be  followed. 
If  the  funds  were  received  by  a  sub¬ 
agency,  disposition  of  royalties  received 
during  the  period  covered  by  the  funding 
shall  be  governed  by  agreements  as  pro¬ 
vided  in  paragraphs  (e)  (3)  (1)  (a)  and 
(e)  (3)  (li)  of  this  section. 

(3)  After  the  program  fund  period — 
(1)  Copyrights.  (A)  Disposition  of  copy¬ 
right  royalties  received  after  the  termi¬ 
nation  or  completion  of  the  program 
fund  period  should  ordinarily  be  gov¬ 
erned  by  specific  agreements  between 
FNS  and  the  State  agency.  Such  agree¬ 


ments  may  be  negotiated  on  a  case-by¬ 
case  basis,  or  may  be  in  the  form  of  a 
standard  rule  or  policy  of  FNS  agreed 
to  by  the  State  agency  as  one  of  the 
ccmdltions  of  receipt  of  program  fimds. 

(B)  If  a  State  is  given  program  funds 
and  no  otiier  agreement  between  the 
FNS  and  State  agency  is  ai4>licabie,  the 
Federal  share  of  copyright  royalties  in 
excess  of  $200  received  annually  shall  be 
paid  by  the  State  agency  to  FNS.  In  such 
cases,  the  FNS  share  of  the  royalties 
shall  be  computed  on  the  same  ratio 
basis  as  the  percentage  of  FNS  partici¬ 
pation  in  the  cost  of  the  project  <»:  pro¬ 
gram.  This  percentage  of  participation 
shall  be  determined  in  accordance  with 
9  275.14(k)(l). 

(ii)  Patents.  Disposition  of  patent  roy¬ 
alties  received  after  tiie  termination  or 
completion  of  the  program  fund  period 
shall  be  governed  by  agreements  between 
USDA  and  the  State  agency. 

(f)  Other  program  income.  (1)  This 
paragraph  applies  to  all  program  income 
earned  during  the  operation  of  the  Food 
Stamp  Program  except  royalties  and 
proceeds  from  the  sale  of  real  property 
or  tangible  personal  property. 

(2)  All  such  income  earned  during  the 
operation  of  the  Food  Stamp  Program 
shall  be  retained  by  the  State  agency. 
The  terms  and  conditions  of  the  State¬ 
wide  cost  allocation  plan  or  State’s  in¬ 
direct  cost  rate  proposal  shall  provide 
either: 

(i)  That  such  Income  shall  be  used  by 
the  State  agency  for  any  purposes  which 
further  the  objectives  of  the  Food  Stamp 
Act. 

(ii)  That  such  income  shall  be  de¬ 
ducted  from  total  project  costs  for  the 
purpose  of  determining  the  net  costs  on 
which  the  FNS  share  of  costs  shall  be 
based. 

(3)  The  State  agency  shall  elect 
either  of  the  alternatives  specified  in 
paragraph  (f )  (2)  of  this  section  if  the 
terms  and  conditions  of  the  Statewide 
cost  allocation  plan  or  State’s  indirect 
cost  rate  proposal  do  not  specify  which 
is  to  be  followed. 

(g)  Earmarked  Revenues  of  State 
Agencies.  State  agencies  shall  record  the 
receipt  and  expenditure  of  revenues  such 
as  taxes,  special  assessments,  levies,  fines, 
etc.,  as  a  part  of  program  fund  transac¬ 
tions  when  such  revenues  are  specificaUy 
earmarked  for  program  fund  projects  in 
accordance  with  the  terms  and  conditions 
of  the  Statewide  cost  allocation  plan  or 
the  State’s  indirect  cost  rate  proposal. 

§  275.7  Payments  to  State  agencies. 

(a)  Purpose  and  scope.  This  section 
sets  forth  standards  for  the  allowability 
of  and  for  evaluation  of  the  costs  of  ac¬ 
tivities  and  property  which  may  be  con¬ 
sidered  as  State  agency  costs  of  admin¬ 
istration  of  the  Food  Stamp  Program. 

(b)  Definitions.  “State  agency  costs” 
means  the  State  agency  cash  outlay  from 
funds  available  to  it  for  program  admin¬ 
istration.  Unless  authorized  by  Federal 
legislation,  outlays  charged  to  other  Fed¬ 
eral  grants  or  to  Federal  contracts  may 
not  be  considered  as  State  agency  costs. 

“Funds  available  to  the  State  agency” 


may  include  contributi(ms  from  third 
parties,  including  Federal  agencies. 

“In-Kind  contributions”  means  the 
value  of  noncash  contributions  provided 
by  the  State  agency  or  other  agency  of 
the  State.  In-kind  contributions  may 
consist  of  charges  for  real  property  and 
nonexpendable  personal  prcg>erty,  and 
the  value  of  goods  and  services  directly 
benefiting  and  specifically  identifiable 
to  Food  Stamp  Program  administration. 
Unless  otherwise  authorized  by  Federal 
l^lslation,  charges  for  property  pur¬ 
chased  wholly  with  Federal  funds,  and 
charges  based  on  the  Federal  share  of 
the  value  of  prcverty  purchased  partly 
with  Federal  funds  may  not  be  consid¬ 
ered  as  the  State  agency  in-itind  contri¬ 
butions.  Such  charges  may  be  considered 
as  in-kind  ccmtributions  to  the  State 
after  exclusion  of  amounts  previously 
funded. 

(d)  Allowable  charges.  (1)  Charges 
Incurred  by  the  State  agency  as  project 
costs.  Not  all  charges  require  cash  out¬ 
lays  during  the  program  fund  period  by 
the  State  agency;  examples  are  deprecia¬ 
tion  and  use  allowances  for  buildings  and 
equipment. 

(2)  Project  costs  which  are  financed 
with  contributions  are  acceptable  if:  (i) 
The  contributions  are  transf^red  to 
the  State  agency  and  are  under  its  ad¬ 
ministrative  control,  (li)  Are  contributed 
on  an  unrestricted  basis  (except  that 
funds  contributed  to  support  a  specific 
activity  may  be  acceptataie  provided  that 
the  contributing  organization  is  not  the 
sponsor  or  operator  of  the  activity  being 
funded) . 

(3)  Project  costs  financed  with  con¬ 
tributions  are  not  acceptable  where  such 
contributions  are:  (i)  Funds  which  re¬ 
vert  to  the  contributor’s  facility  or  use 
(11)  Funds  which  are  earmarked  for  a 
particxUar  individual  or  for  members  of 
a  particular  organization.  . 

(4)  In-Kind  contributions  by  the 
State  agency  or  other  agency  of  the 
State  for  program  purposes  shall  be  ac¬ 
cepted  as  part  of  the  State  agency’s  ad¬ 
ministrative  costs  when  such  ccmtribu- 
tions; 

(i)  Are  identifiable  from  the  State 
agency’s  records;  and 

(il)  Are  not  included  as  contributions 
for  any  other  federally  assisted  program, 
or  any  Federal  contract,  and 

(iii)  Are  necessary  and  reasonable  for 
proper  and  efficient  accomplishment  of 
Food  Stamp  Program  objectives,  and 

(iv)  Are  types  of  costs  which  are  al¬ 
lowable  under  the  applicable  cost  prin¬ 
ciples  specified  in  9  275.16  and  Appendix 
A  to  this  part,  and 

(v)  Are  in  conformance  with  other 
applicable  provisions  of  this  section. 

(d)  In-Kind  Contributions  from  Third 
Parties.  Neither  the  value  of  services 
rendered  by  volunteers  nor  the  value  of 
in-kind  contributions  by  third  parties 
shall  be  allowable. 

§  275.8  Standards  for  State  Agency  or 
Subagency  or  Contractor  financial 
nuuiagement  systems. 

(a)  Scope.  This  section  prescribes 
standards  for  financial  management  sys- 
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terns  for  administration  of  Food  Stamp 
Program  funds  by  the  State  agency  and 
Its  subagencies  or  contractors.  Neither 
the  nSDA  nmr  FNS  will  impose  additional 
standards.  However,  suggestkms  aiKi  as¬ 
sistance  may  be  provided  in  estaUishing 
or  imiH-oving  financial  management  sys¬ 
tems  when  needed  or  requested. 

(b)  Standards.  Financial  management 
systems  for  FNS  funds  in  the  State 
agency  or  with  its  subagencies  or  con¬ 
tractors  shall  provide  for: 

(1)  Accurate,  current  and  complete 
disclosure  of  the  financial  results  of  each 
program  activity  in  accordance  with  the 
Federal  reporting  requirements  and  for 
each  subagency  or  contracts:  in  accord¬ 
ance  with  the  State  agency’s  require¬ 
ments.  Except  when  specifics^  required 
by  law,  FNS  will  not  require  financial  re¬ 
porting  on  the  accrual  basis  frmn  orga¬ 
nizations  whose  records  are  not  main¬ 
tained  on  that  basis.  However,  when  ac¬ 
crual  reporting  is  required  by  law,  orga¬ 
nizations  whose  recmrds  are  not  main¬ 
tained  on  that  basis,  will  not  be  required 
to  convert  their  accounting  system  to 
the  accrual  basis,  they  may  develop  the 
accrual  information  through  an  analsrsis 
of  the  documentation  on  hand  or  on  the 
basis  of  best  estimates. 

(2)  Records  which  Identify  adequately 
the  source  and  application  of  funds  for 
FNS  or  State  figoicy  suppca-ted  activi¬ 
ties.  These  records  shall  txmtain  infor¬ 
mation  pertaining  to  activities  of  the 
State  agency  or  its  subagencies  or  con¬ 
tractors  and  authorizations,  obligations, 
unobligated  balances,  assets,  liabilities, 
outlays  and  income. 

(3)  Effecttve  control  over  and  ac- 
oountabiltty  for  all  FNS  or  State  agency 
funds  and  personal  property  acquired 
wMh  FN6  or  State  agency  fimds.  State 
agencies  and  subagencies  or  contractors 
shall  adequatriy  safeguard  all  such  pro¬ 
perty  and  shall  assure  that  it  Is  used 
scdely  !<»:  authorized  purposes. 

(4)  Comparison  of  actual  with  budg¬ 
eted  amounts  the  State  agency  or  Its 
subagencies  or  contractOTS  and  the  rela¬ 
tionships  of  finarrclal  information  to 
disbursement  by  the  State  agency.  In 
cludii3g  the  production  of  unit  cost  data. 

(5)  Procedures  to  minimize  the  time 
elapsing  between  the  transfer  of  ftmds 
from  the  United  States  Treasury  and  the 
disbursement  by  the  State  agency.  In 
the  letter-of-credlt  system,  the  State 
agency  shall  make  drawdowns  from  the 
United  States  Treasury  through  a 
United  States  Treasury  Regional  Dis¬ 
bursing  Office  as  nearly  as  possible  to 
the  time  of  making  the  disbursements. 

(6)  Procedures  for  determining  the 
allowability  and  allocabllity  of  costs  in 
accordance  with  the  aig>llcable  provi¬ 
sions  prescribed  by  §  275.16  and  Appen¬ 
dix  A  to  this  part. 

(7)  Accounting  records  which  are 
supported  by  source  documentation. 

(8)  Audits  to  be  made  by  the  State  or 
at  its  direction  to  determine,  at  a  mini¬ 
mum,  the  fiscal  integrity  of  State  agency 
or  subagency  or  contractor  financial 
transactions  and  reports,  and  the  com¬ 
pliance  with  the  terms  and  conditions 


of  these  regulations.  The  State  agency 
or  its  subagency  or  contractors  will 
schedule  such  audits  with  reasonable 
frequency,  usually  annually,  but  not  less 
frequently  than  on<»  every  two  years, 
cmisidering  the  nature,  size  and  eom- 
ifiexity  of  the  activity. 

(9)  A  systematic  nMthod  to  assure 
timely  and  a];g>ropriate  resolution  of 
audit  findings  and  recommendations. 

(c)  Subagencies  or  contractors.  The 
standards  in  §  275.8(b>,  as  th^  apifiy  to 
subagencies  or  contractors  shall  be  In¬ 
cluded  In  the  terms  and  conditions  of 
contracts  awarded  under  FNS  funding. 

§  275.9  Financial  Reporting  Require¬ 
ments. 

(a)  Scope.  This  section  prescribes  re¬ 
quirements  for  State  agencies  to  re¬ 
port  financial  infoimation  to  FNS,  and 
specifies  standard  forms  incident  there¬ 
to. 

(b)  Definitions.  As  used  in  this  sec¬ 
tion  and  in  the  forms  Identified  by  the 
section: 

“Accrued  expenditures”  are  the 
charges  Incurred  by  the  State  agency 
during  a  given  period  requiring  the  pro¬ 
vision  of  funds  for:  Goods  and  other 
tangible  property  received:  services  per¬ 
formed  by  employees,  contractors,  sub¬ 
agencies,  and  other  payees;  and  amounts 
becoming  owed  \mder  functions  for 
which  no  current  services  or  perform¬ 
ance  are  reqxfired. 

“Accrued  income”  is  the  earnings  dur¬ 
ing  a  given  period  which  is  a  source  of 
funds  resulting  from  services  pCTfoimed 
by  the  State  agency,  goods  and  other 
tangible  property  delivered  to  the  pur¬ 
chasers,  and  amounts  becoming  owed  to 
the  State  agency  for  which  no  current 
services  or  performance  are  required  by 
the  State  agency. 

“Disbursements”  are  payments  in 
cash  or  by  check. 

“Federal  funds  authorized”  represents 
the  total  amoimt  of  the  Federal  funds 
authorized  for  obligations  and  estab¬ 
lishes  the  celling  for  obligation  of  Fed¬ 
eral  funds.  This  amoxmt  may  Include 
any  authorized  carryover  of  unobligated 
funds  from  prior  fiscal  years. 

“In-Klnd  contributions”  represent  the 
value  of  noncash  contrOmtlens  provided 
by  the  State  agency.  m-Und  contribu¬ 
tions  may  consists  of  charges  for  real 
j)n8;>erty  and  nonexpendable  personal 
property,  and  value  of  goods  and  serv¬ 
ices  directly  benefiting  and  specifically 
Identifiable  to  the  Federal  payment  sup¬ 
ported  activity.  Unless  otherwise  author¬ 
ized  by  Federal  legislation,  charges  for 
property  purchased  wholly  with  Federal 
funds,  and  charges  based  on  the  Federal 
share  of  the  value  of  property  purchased 
partly  with  Federal  funds  may  not  be 
considered  as  the  State  agency’s  In-kind 
contributions. 

“Obligations”  are  the  amoxmts  of  or¬ 
ders  placed,  contracts  and  luogram 
fimds  provided,  services  received,  and 
similar  transactions  during  a  given  pe¬ 
riod  which  will  require  payment  durbag 
the  same  or  a  future  p^od. 

“Outlays”  represent  charges  made  to 
the  State  agency.  Outlays  may  be  re¬ 


ported  on  a  cash  or  accrued  expaaditure  ‘ 
basis.  \ 

“Program  income”  represents  pa-minga  ’ 
by  the  State  agency  realized  from  the 
activities  simaorted  by  FNS.  Such  earn¬ 
ings  Occlude  interest  income  and  may  | 
include,  but  will  laot  be  limited  to.  in-  I 
come  from  service  fees,  sale  of  com-  ^ 
modities.  usage  or  rental  fees,  sale  of 
assets  purchased  with  Federal  program 
funds,  and  royalties  on  patents  a-nri  copy¬ 
rights.  Program  Income  may  be  reported 
on  a  cash  or  accrued  income  basis. 

“Unobligated  balance”  is  the  portion 
of  the  funds  authorized  by  FNS  which 
has  not  been  obligated  by  the  State 
agency  and  is  determined  by  deducting 
the  cumulative  obligations  from  the 
funds  authorized. 

‘TTnpald  obligation”  represents  the 
amount  of  oUigations  Incurred  the 
State  agency  which  have  not  been  paid. 

(c)  Authorized  forms  and  instruct 
tions., — (1)  Only  those  forms  specified  by 
this  part,  and  such  supplementary  or 
other  forms  as  may  from  time  to  time 
be  authorized  by  GSA  or  FI^,  may  be 
used,  for  obtaining  financial  Information 
from  State  agencies  for  the  Food  Stamp 
Program.  | 

(2)  An  applicable  standard  Instruc-; 
tions  promi^ated  by  GSA  for  use  in 
connection  with  the  form  specified  in 
this  part,  shall  be  fonowed.  FNS  may 
prescribe  substitute  supptenentary  in¬ 
structions  only  with  the  m}proval  oi  GSA.' 

(3)  State  agencies  shaU  submit  the 

original  and  two  copies  oi  forms  re¬ 
quired  pursuant  to  this  section.  How¬ 
ever,  FNS  may  waive  tiie  requirement 
for  the  second  copy,  or  both  coides,  when 
not  needed.  ( 

(4)  Ihe  forms  (with  their  Instruc-' 

tions)  specified  in  this  part  shall  be  avail-  ^ 
able  to  the  State  agencies  and  to  the 
puUlc  upon  request  to  the  sq)propriate 
Regional  Office  of  FNS  as  set  out  in 
S  270.5  of  this  sid)chapter.  i 

(d)  Financial  status  report — (1)  ] 
Form.  State  agencies  shall  use  the  staxid- 
ard  Financial  Status  Report  (Form  AD- ' 
62ft)  to  report  the  status  of  funds 'for  the 
Food  Stamp  Program. 

(2)  Accounting  basis.  Each  State 
agency  shall  report  outlays  and  program 
ino(»ne  on  the  same  accounting  basis. 
1.6..  cash  or  accrued  expenditure  (ac- 
cruaD .  which  is  used  in  maintaining  ito 
accoimting  records.  The  basis  used  by  a 
State  agency  must  be  consistent  for  all 
programs  it  administers  and  for  which  it 
is  claiming  against  the  Federal  Govem- 
menL 

(3)  Frequency.  The  report  (Form  AD- 
626)  Shan  be  required  quarterly. 

(4)  Due  date.  Quarterly  reports  shah 
be  due  30  days  after  the  end  of  each 
quarter.  Final  reports  shall  be  due  90 
days  after  the  completion  or  termination 
of  financial  support.  Justified  requests 
from .  individual  State  agencies  for  ex¬ 
tension  of  reporting  due  dates  wiU  be 
approved  whenever  feasible. 

(e)  Report  of  Federal  cash  transac¬ 
tions — (1)  Form.  When  funds  are  ad¬ 
vanced  to  State  agencies  through  letters 
of  credit,  each  State  agency  alball  sutofit 
the  Report  of  Federal  Cash  Transacticms 
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(Fonn  Al>-fi27).  Tliii  reypori  niU  be  used 
^  FN8  to  monitor  cash  advanced  to 
State  ngwurfeB  and  to  obtain  diSbuxse- 
raent  or  outlay  intormatkm  tor  the  pio- 
fram  from  the  State  augeocw-  13be  Ibnnat 
of  the  report  may  be  adafited  as  apptfy- 
ptiate  whmi  reportiny  is  to  be  acoom- 
plished  with  the  assistance  of  automatic 
data  prooesstog  equipment,  provided  that 
the  Information  to  be  submitted  is  not 
dbanged. 

t2)  Forecasts  of  Federal  cash  reqvire^ 
meats.  Forecasts  of  Fedmd  cash  require¬ 
ments  may  be  required  in  the  “Remarks” 
section  of  the  report. 

(3)  Cash  in  hands  of  subagencies. 
When  deemed  necessary  and  feadble  by 
the  rejqwnslble  Federal  finance  olBcer, 
State  agencies  may  be  required  to  re¬ 
port  In  the  “Remaiks**  section  of  the  re¬ 
port  Ihe  amount  of  cash  advances  In 
excess  of  three  days’  requirements  in  the 
hands  of  subagencies,  and  to  provide 
Short  narratlTe  explanations  of  actions 
taken  by  the  State  agency  to  reduce  the 
excess  balances. 

(4)  Frequency  and  due  date.  State 
agencies  shall  submit  the  Report  of  Fed¬ 
eral  Cash  Transactions  (Form  AD-827) 
no  later  than  15  working  days  following 
the  end  of  each  month. 

(5)  Waiver,  F9iB  xnay  waive  the  re¬ 
quirement  for  submlaskm  of  the  Report 
of  Federal  Cash  TrtmsactionB  when  a 
State  agency’a  montUy  advances  do  not 
exceed  $10,000:  Provided,  Ihat  each  ad¬ 
vances  am  monUored  through  ottier 
forms  authwtaed  pursuant  to  this  part, 
or  the  State  aeeaacy’e  aoooimtlng  controls 
are  adequate  to  minimfaw  exceadve  Fed¬ 
eral  advances. 

§  275.10  Monhoriiig  sndl  reporting  pro* 
gram  perfomumee. 

Specific  requirements  for  State  agency 
reporting  on  the  effectiveness  <U  program 
admlnlstratloa  and  thp  conditions  »inHp.r 
which  FNS  win  contlxme  to  funds 
availahle  to  State  agencies  wdl  be  pub¬ 
lished  In  this  section  after  comphanoe 
with  proposed  rulonaklng  procedures. 
In  the  interim.  State  agencies  may  re¬ 
ceive  payments  upon  compliance  with  the 
other  provlslans  of  this  subchiq>ter.  Hils 
procedure  Is  intended  to  permit  State 
agencies  a  reasonable  period  cf  timo  to 
utilize  the  additional  funding  available 
to  them  to  take  such  actions  as  may  be 
necessary  to  improve  iwogram  admin¬ 
istration  prior  to  Implementation  of  reg¬ 
ulations  which  could  result  In  suspen¬ 
sion  or  cancellation  of  fimding. 

§275.11  Paymeai  reqairemeaU. 

(a)  Scope.  *11ils  section  sets  forth 
FNS  metiiods  of  maldng  payments  to 
State  agencies.  Ihese  methc^  WOl  mini¬ 
mize  the  time  elapsing  between  the  dis¬ 
bursement  by  the  State  agency  and  the 
transfer  of  funds  from  the  United  States 
Treasury  to  the  State  agency,  whether 
such  disbursanent  occurs  prior  to  or 
subsequent  to  the  transfer  of  funds. 

(b)  Definitkm.  “Letter  of  credit” 
(Treasury  Form  BA-7577-test)  is  an  in- 
strumait  certified  by  an  authmized  of¬ 
ficial  of  FNS  which  authorizes  a  State 


agency  to  draw  funds  when  needed  from 
the  United  States  Treaeuxy  thnuigh  a 
Dhlted  States  Tkeasmy  RfglATf  ^  Ois- 
buising  OfiBoe;  in  accordance  with  the 
provhdcns  of  Treeanry  Circular  1075. 

(c)  OeneraL  Effe^ve  Ji^  1. 1975.  the 
United  States  Treasury  Regional  Dls- 
buising  Office  Letter  of  Credit  will  be  the 
method  of  payment  to  aU  State  agen¬ 
cies.  Until  the  letter  of  credit  is  estab¬ 
lished  in  each  State,  State  agencies  wlU 
oontiiuie  to  be  paid  In  accordance  with 
durent  procedures — ^that  Is  by  claims  for 
reimbursement  of  State  agency  costs  or 
by  request  for  advance  of  f\mds  at  the 
rates  provided  by  this  subchtq>ter. 

(d)  Conditions  far  payment.  Letters 
of  credit  will  be  used  to  pay  State  agen¬ 
cies  when  an  of  the  following  oonffitions 
exist: 

(1)  There  is  or  will  be  a  cmxtlnuing 
relationship  between  the  State  agency 
a-Tvi  p^NS  for  at  least  a  12-month  period 
and  the  total  amount  of  advances  to  be 
received  from  Is  $120^00  or  mores, 
an  exception  to  Treasury  Clrciilar  1075, 

n.n/1 

(2)  The  State  age^y  has  established 
(ff  demonstrated  to  FNS  the  wnungness 
and  aUnty  to  establish  procedures  that 
wm  minimize  the  time  elapsing  between 
the  transfer  of  fimds  from  Treas¬ 
ury  and  th^  disbursement  by  the  State 
agency,  and 

(3)  Tire  State  agency's  financial  man¬ 
agement  system  meets  the  standards  for 
fund  c(mtrol  and  accountability  pre¬ 
scribed  In  8  275JI. 

(4)  A  State  agency  has  requested  pay- 
mmxt  In  accordance  with  terms  of 
the  letter  of  creifit  through  pnquer  execu¬ 
tion  and  submission  to  the  appropriate 
United  States  Treasury  Regional  Dls- 
buralng  Office  and  subinlssfoii  of  a  (x^y 
to  FNS  of  Request  for  Payment  on 
Letter  of  Credit  and  Status  of  Funds  Re¬ 
port  (Treasury  Form  aFO-7578-test) . 

(e)  WahhoHdino  of  payments.  Unless 
otherwise  required  by  law.  payments  for 
proper  charges  Incurred  by  State  agen¬ 
cies  not  be  withheld  unless:  (1)  Pay¬ 
ments  to  State  agencies  are  suspended  or 
cancelled  pursuant  to  5  275J3:  or  (2)  The 
State  agency  Is  Indebted  to  the  United 
States  and  collection  of  the  Indebtedness 
win  not  lmi>alr  the  accomjdlshmeixt  of 
the  objectives  of  any  program  q^onsored 
by  the  United  States;  or  (3)  The  State 
agency  fails  to  comply  with  the  perform¬ 
ance  and  performance  reporting  re¬ 
quirements  of  6  275.10.  'When  a  paymmit 
Is  suspended  or  canceled,  payment  ad¬ 
justments  win  be  made  In  accordance 
with  S  275.13.  When  an  Indebtedness  Is  to 
be  collected,  FNS  win  provide  reasonable 
notice  to  the  State  agency,  and  wIU  re¬ 
quire  appropriate  accomrting  adjust¬ 
ments  to  recorded  eedti  balanees  tor 
which  the  State  agency  is  accountable 
to  the  Federal  Oovemment,  In  order  to 
liquidate  the  indebtedness. 

§  275.12  Budget  aad  Budget  Revuioa 
Procedures. 

(a)  Scope.  This  section  prescribes  cri¬ 
teria  and  prooeduxes  to  be  ftilowed  bgr 
State  ageaieieB  in  roMrUng  deviations 
from  Food  Btmmp  Program  budgets  and 


requesting  approvals  lor  Ixidget  revlBlons 
which  would  require  change  In  the  letter 
of  eredlL 

(b)  Definition,  The  term  “program 
budget”  as  used  In  this  section  means 
a  State  agen^r’e  best  estimate  of  those 
amounts  to  be  expended  In  Pood  Stamp 
Program  administration  during  a  Fed¬ 
eral  fiscal  year. 

(c)  Requirement.  The  program  budg¬ 
ets  Shan  be  submitted  to  FNS  45  days 
pilor  to  the  expiration  of  the  current 
fiscal  year.  The  program  budget  xnust 
be  submitted  in  sufficient  detail  to  iden¬ 
tify  th^  ttimMint  which  Plate  win 
conunit  to  the  various  operations  of  the 
Food  Stamp  Program. 

(d)  Program  funds.  (1)  For  pro¬ 
gram  funds.  State  agencies  shall  request 
prior  approvals  promptly  from  PNB  for 
budget  revisions  whenever: 

(D  The  reylalon  indicates  the  need  for 
additional  Federal  funHirty 

(11)  The  program  budget  is  over  $190,- 
000,  and  the  cumulative  ajwraint  of  trans¬ 
fers  among  program  f  uzbctlons  exceeds  or 
Is  expected  to  exceed  $10j000.  or  live  per¬ 
cent  of  the  program  budget,  vhidiever 
Is  greater.  The  same  criteria  apply  to 
the  cumulative  amoimt  of  transfers 
among  functions  and  aettvitles  when 
budgeted  separately  for  a  budget  of  a  sub¬ 
agency.  except  that  ms  diail  permit  no 
transfer  which  would  cauM  any  Federal 
approprlatimi.  or  part  themrf,  to  be  used 
for  purpoees  other  than  those  intended. 

(iU)  The  program  budget  is  $109;900. 
ox  less,  and  ihe  cuamlattve  amount  of 
transfns  among  program  functkms  ex¬ 
ceeds  or  is  expected  to  eaneed  five  per¬ 
cent  of  the  program  budget.  The  aame 
criteria  £q)ply  to  the  ouandattve  amoimt 
of  transfeta  among  funrtions  and  activi¬ 
ties  whm  budgeted  separately  for  pro¬ 
gram  funds  provided  to  a  subagenmr.  sa- 
oapt  that  FNS  shall  pexmit  no  tmni^ 
which  would  cause  any  Federal  appro- 
priatkm.  or  pert  thereof,  to  be  used  for 
pnxposes  other  than  thoee  intended. 

(iv)  The  zevislons  involve  the  tcanatar 
of  amounts  budgeted  for  ladixect  costs 
to  absorb  jncreasefl  in  direct  costs. 

(v)  The  rerislons  pertain  to  the  addi¬ 
tion  of  items  requiring  prior  apprsval  by 
FNS  in  aooordai^  with  the  provlslaiis  of 
the  applicable  cost  julnclples 

In  this  part 

(2)  No  other  changes  to  the  program 
fund  budget  require  approval  from  ms. 
Examples  of  changes  which  do  not  ze- 
quire  Fed^al  approval  are:  The  use  of 
State  agency  funds  in  furtheranoe  cf 
program  objectives  over  and  above  tbe 
State  agency  minimum  share 
In  the  approved  program  budget :  and  the 
transfer  iff  amounts  budgeted  for  direct 
costs  to  absorb  authorized  Increases  in 
Indirect  costs. 

(2)  The  requirements  of  paragiaiHis 
(d)  (1)  (ID  and  Kill)  of  this  section  may 
be  waived  by  FNS:  Provided,  however. 
That 

(D  No  different  limitation  or  approval 
requirement  for  cumulative  transfers 
may  be  imposed,  and 

(ii)  PVB  tirnil  in  no  case  permit  a 
transfer  whirii  would  cause  any  Federal 
appropriation,  or  part,  tbereof.  to  be 
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used  for  purposes  other  than  those 
intended. 

(e)  Authorized  funds  exceeding  State 
Agency  needs.  When  it  bec<»ne8  appar¬ 
ent  that  the  funds  authorized  by  the  let¬ 
ter  of  credit  will  exceed  the  needs  at 
the  State  agency.  FNS  will  make  appro¬ 
priate  adjustments  in  the  letter  of 
credit. 

(f)  Method  of  requesting  approvals. 
When  requesting  approval  for  budget 
revisions,  State  agencies  shall,  use  the 
budget  format  which  was  used  in  the 
previoiis  submission.  However,  State 
agencies  may  request  by  letter  the  ap¬ 
provals  required  by  paragraph  (d)  (1) 

(V)  in  Uie  section  entitled  “Program 
Funds,** 

(g)  Notification  of  approval  or  disap¬ 
proval. — ^Within  30  days  from  the  date 
of  receipt  of  the  request  for  budget  re¬ 
visions,  FNS  shall  review  the  request 
and  notify  the  State  agency  whether  or 
not  the  budget  revisions  have  been  ap¬ 
proved.  If  the  revision  is  still  under  con¬ 
sideration  at  the  end  of  30  days,  FNS 
shall  inform  the  State  agency  in  writing 
as  to  when  the  State  agency  may  expect 
the  decision. 

§  275.13  Suspension  or  cancellation 
payments  and  program  closeout. 

(a)  Definitions.  “Suspension”  means  an 
acti<m  by  FNS  which  temporarily  sus¬ 
pends  a  payment  or  payments  to  a  State 
agency  pending  corrective  action  by  the 
State  agency  or  pending  a  decision  by 
FNS  to  cancel  the  payment  or  pay¬ 
ments  or  to  terminate  the  program. 

“Cancellation”  mecms  a  decision  to 
cancel  a  pasrment  or  payments,  in  whole 
or  in  part,  to  a  State  agency. 

“Termination”  means  a  direction  to 
a  State  agency  to  discontinue  Issuing 
coupons  in  a  project  area  or  areas  where 
FNS  has  determined  that  the  State 
agency  has  substantially  failed  to  com¬ 
ply  with  the  provisions  of  this  subchap¬ 
ter,  or  when  the  State  agency  and  FNS 
have  agreed  to  discontinue  the  program 
in  a  project  area  or  areas. 

“Program  Closeout”  means  the  process 
by  which  FNS  determines  that  all  ap¬ 
plicable  administrative  actions  and  all 
necessary  financial  accounting  proc¬ 
esses  have  been  completed  by  the  State 
agency  and  FNS  in  order  to  accomplish 
termination  of  the  Food  Stamp  Program 
in  the  affected  project  area  or  areas. 

(b)  Suspension.  When  a  State  agency 
has  materially  failed  to  comply  tdth  the 
terms  and  conditions  of  this  subchap¬ 
ter,  FNS  may,  after  reasonable  no¬ 
tice  to  the  State  agency  suspend  pro¬ 
gram  funds  for  all  or  any  functions  re¬ 
quired  for  administration  of  the  Food 
Stamp  Program.  Appropriate  adjust¬ 
ments  to  the  payments  under  the  sus¬ 
pended  functions  will  be  made,  either 
by  withholding  the  payments  or  by  not 
allowing  the  State  agency  credit  for 
disbursements  which  it  may  make  in 
liquidation  of  imauthorlzed  obliga¬ 
tions  it  incms  during  the  period  of  sus¬ 
pension.  Suspensions  shall  remain  in  ef¬ 
fect  until  the  State  agency  has  taken 
corrective  action  to  the  satisfaction  (ff 
FNS,  or  gives  assurances  to  FNS  that 


corrective  action  will  be  taken,  or  un¬ 
til  FNS  cancellation  of  pasnnent. 

(c)  Cancellation.  (1)  Cancellation  for 
cause.  FI^  may  cancel  a  paymoit  or  pay¬ 
ments,  in  whole  or  in  part,  at  any  time 
whenever  it  is  determined  that  the  State 
agency  has  materially  failed  to  comply 
with  the  provisions  of  this  subchapter. 
FNS  shall  promptly  notify  the  State 
agency  in  writing  of  the  cancellation  and 
the  reasons  for  the  cancellation,  together 
with  the  effective  date.  Pasrments  made 
to  State  agencies  or  recovCTles  by  FNS 
after  cancellation  for  cause  shall  be  in 
accordance  with  the  legal  rights  and  ob¬ 
ligations  of  the  parties. 

(2)  Cancellation  on  other  groxmds.  Ex¬ 
cept  as  provided  in  psuagraph  (c)  (1)  of 
this  section,  payments  may  be  cancelled, 
in  whole  or  in  part,  only  as  follows: 

(i)  By  FNS  with  the  consent  of  the 
State  agency,  in  which  case  the  two 
parties  shall  agree  upon  the  cancellation 
conditions.  Including  the  effective  date, 
and  in  the  case  of  cancellation  of  part  of 
a  payment,  the  portion  to  be  cancelled  or, 

(ii)  By  the  State  agency  upon  written 
notification  to  FNS.  setting  forth  the 
reasons  for  such  cancellation,  the  effec¬ 
tive  date,  and  in  the  case  of  cancellation 
of  a  part  of  the  payment,  the  portion  to  be 
canc^ed. 

(iii)  When  payments  are  cancelled  ptu- 
suant  to  subdivision  (1)  of  this  subpara¬ 
graph,  the  State  agency  shall  not  incm 
new  obligations  for  the  charges  which 
were  to  be  paid  with  the  proceeds  of  the 
payments  after  the  effective  date  of  the 
cancellation.  The  State  agency  shall  can¬ 
cel  as  many  outstanding  obligations  as 
possible.  FNS  shall  allow,  as  charges  for 
costs  of  administration  of  the  Food 
Stamp  Program,  noncancellable  obliga¬ 
tions  properly  incxirred  by  the  State 
agency  prior  to  cancellation. 

(d)  Program  closeout.  (1)  When  ter¬ 
mination  of  a  project  area  or  areas  has 
been  agreed  upon  or  directed  by  FNS,  the 
following  closeout  procedures  ^all  be  ob¬ 
served: 

(i)  Upon  request,  FNS  shall  make,  or 
arrange  for  prompt  payment  to  the  State 
agency  for  allowable  costs  not  covered  by 
previous  payments. 

(ii)  The  State  agency  shall  immediate¬ 
ly  refund  to  FNS  any  unencxunbered 
balance  of  ca^  paid  to  the  State  agency 
for  the  administration  of  the  program  in 
the  affected  project  area  or  areas. 

(ill)  The  State  agency  shall  std>mit  to 
FNS  within  90  days  after  the  date  of  ter¬ 
mination  of  the  program,  all  required  fi¬ 
nancial,  performance  and  other  reports. 
FNS  may  grant  extensions  when  request¬ 
ed  by  the  State  agency. 

(iv)  FNS  shall  adjust  the  amount  au¬ 
thorized  by  the  letter  of  credit  in  order 
to  effect  payment  of  any  amounts  due  the 
State  agency,  and  if  appropriate,  shall 
bill  the  State  agency  for  any  amounts 
due  FNS.  The  amoiints  of  such  billings 
shall  be  promptly  remitted  to  FNS. 

(V)  In  the  event  a  final  audit  has  not 
been  performed  prior  to  the  closeout  of 
the  program,  FNS  shall  retain  the  right 
to  recover  an  appropriate  amount  afto: 
fully  considering  the  recommendation  on 


questionable  matters  resulting  from  the 
final  audit. 

(2)  The  provisions  of  !  275.14  shall  be 
observed  for  any  proparty  acquired  with 
program  funds  or  received  from  the  Fed¬ 
eral  Government  in  connection  with  the 
program  and  which  was  in  use  in  the 
affected  project  area  or  areas. 

(e)  Retroactive  adjustment.  In  the 
event  that  FNS  finds  that  a  State  agency 
has  failed  to  comply  substantially  with 
the  provisions  of  this  subchapter,  retro¬ 
active  adjustments  may  be  made  to  ac- 
cmnplish  the  purposes  of  suspension, 
cancellation,  or  termination. 

§  275.14  Property. 

(a)  Scope.  This  section  prescribes 
policies  and  procedures  governing  title, 
use,  and  disposition  of  real  and  tangible 
personal  property  whose  acquisition  costs 
were  borne,  in  whole  or  In  part,  as  a 
direct  charge  to  FNS  funds,  and  owner¬ 
ship  rights  of  Intangible  personal  prop¬ 
erty  developed,  wholly  or  in  part,  with 
FNS  funds. 

(b)  General.  State  agencies  may  fol¬ 
low  their  own  property  managonent 
policies  and  procedmes,  provided  they 
observe  the  requirements  of  this  section. 
With  respect  to  property  covered  by  this 
section,  FNS  may  not  impose  on  State 
agencies  any  requirements  (including 
property  reporting  requirements)  not 
authorized  by  this  section  luiless  specifi¬ 
cally  required  by  Federal  law. 

(c)  Definitions.  “Acquisition  cost”  (rf 
nonexpendable  personal  property  ac¬ 
quired  by  purchase  means  the  net  Invoice 
price  of  the  property  including  any  at¬ 
tachments.  accessories  or  auxiliary  ap¬ 
paratus  necessary  to  make  the  property 
usable  for  the  purpose  for  which  it  was 
acquired.  Ancillary  charges  such  as  taxes, 
duty,  protection  In-transit  Insmance, 
freight  or  installation  shall  be  Included  in 
or  excluded  from  acquisition  cost  in  ac¬ 
cordance  with  the  State  agency’s  regular 
accounting  practices. 

“Expendable  personal  property”  means 
all  tangible  personal  property  other  than 
nonexpendable  property. 

“Nonexpendable  personal  property” 
means  tangible  personal  property  having 
a  useful  life  of  more  than  one  year  and 
an  acquisition  cost  of  more  than  $300  per 
unit.  A  State  agency  may  use  Its  own 
definition  of  nonexpendable  personal 
property  provided  that  such  definition 
wovdd  at  least  Include  tdl  tangible  per¬ 
sonal  property  as  defined  herein. 

“Personal  property”  means  property 
of  any  kind  except  real  property.  It  may 
be  tangible  (having  physical  existence) 
or  intangible  (having  no  physical  exist¬ 
ence)  such  as  patents,  inventions  and 
copyrights. 

“Real  property”  means  land,  land  im¬ 
provements,  structures  and  appurte¬ 
nances  thereto,  excluding  movable  ma¬ 
chinery  and  equipment. 

(d)  Nonexpendable  personal  prop¬ 
erty. — (1)  Title.  Title  to  nonexpendable 
personal  property  whose  acquisition  cost 
is  borne,  in  whole  or  in  part,  by  FNS  shall 
vest  in  the  State  agency  upon  acquisition, 
and  shall  be  subject  to  the  restrictions  on 
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with  Ml  amount  which  Is  computed  by 


use  and  disposition  set  forth  In  para¬ 
graphs  (d)  <2)  and  <g)  of  this  seettonu 
<2)  Use.  <1)  !nie  State  agency  Shan  use 
the  property  in  the  program  aa  long  as 
there  Is  a  need  for  sudi  property  to  ao- 
compUsh  the  purpose  of  the  pengwn- 

(II)  When  there  ts  no  longer  a  need 
for  the  property  to  aoccmidish  the  pnr- 
poee  of  the  program,  the  State  agency 
Shan  use  the  property  where  needed  In 
administration  of  othw  programs  In  the 
foDowlng  order  of  priority: 

(A)  Other  federally  funded  programs 
oTFHS. 

(B)  Other  federidly  funded  programs 
of  X3BDA. 

(C)  Other  federally  funded  programs 
of  o«her  Bederal  agency 

(III)  When  the  State  agency  no  longer 
has  need  for  such  prtmerty  In  any  of 
Its  fedenffly  financed  actirlties.  the  prop¬ 
el  may  be  used  for  the  State  agency's 
own  official  acttvitles  In  aeoortenoe  with 
the  foOowlng  standards: 

(A)  If  the  property  had  an  acquisi¬ 
tion  cost  of  less  than  $900  per  unit  and 
has  been  used  four  years  or  U*, 
State  agency  asay  use  property  ^th- 
out  rehrhureement  to  FMB  or  ecu  the 
property  sad  retain  the  proceeds. 

<B)  For  all  such  property  not  covered 
tinder  paragraph  (d)<2)  (Hi)  (A)  of  this 
wetaom  the  StsAe  agency  may  retain  the 
property  for  Us  own  use:  Provided.  That 
a  fair  compensation  Is  made  to  fWB  for 
the  WtB  (hare  oi  the  prepeity. 
atnount  of  such  compensation  (Hndl  be 
computed  by  aimlylng  the  pmoentage  of  it 
participation  in  the  cost  of  the 


witoto  ^unt  which  Is  computed  by  (vii)  Ultimate  disposition  data  Includ- 
^  pereeni^  of  FNB  partid-  tog  sales  price  or  the  method  used  to  de- 
paaon  In  the  coot  of  the  property  to  the  termlne  current  fair  market  yrtue  !f  the 
waes  procee^  The  State  agency  may,  State  agency  retanburaes  F!fS  for  Its 
however,  deduct  and  retain  from  such  ediare. 

armunt  $100  or  10  percent  of  the  total  (2)  A  physlual  Inventoiy  of  property 
^es  ptmeeds,  wMcherer  Is  greater,  for  drafi  be  taken  and  the  results  reconciled 
the  state  agency  selling  and  handling  with  the  property  records  at  least  once 

. _ ,  ^  ^  years  to  verify  the  exMenee. 

(e)  Tran^  of  Ttfle  to  certain  prop-  cutrent  utilizatton  and  continued  need 
erfy.  (1)  Where  HfS  determines  that  for  the  property. 

nonexpendaWe  personal  prop-  (3)  A  control  system  shall  be  In  effect 
erty  with  an  acquisition  cost  of  $1,900  or  to  insure  adequate  safeguards  to  prevent 
more  vdilch  is  to  be  wholly  borne  by  loss,  damage  or  theft  to  the  pnqierty. 
*7*®  ”  PPlqne,  difficult  or  costly  to  re-  Any  loss,  damage  or  theft  of  nonexpend- 
place.  PNS  may  reserve  the  right  to  re-  able  personal  property  shsdl  be  Investl- 
wnre  the  Stato  agency  to  transfer  title  rated  airf  properly  documented, 
to  the  property  to  the  Federal  Govern-  (4)  Adequate  malntm procedures 
ment  or  to  a  third  party  named  by  PNS.  *aH  be  Implemented  to  keep  the  prop- 
(2)  Such  reservation  shall  be  subject  er^  In  good  cmufitlom 

Proper  sales  procedures  than  be 
(I)  ‘Ihe  T^t  to  require  transfer  ot  established  for  uimeeded  propei’ty  wfakfa 
tttte  may  be  leaerved  only  by  means  of  would  prorWe  for  ccmpetHlon  to  the 
an  expeess  qteclal  condition  vader  which  extent  practlefhle  and  result  In  the  Mgh- 
fwiwte  were  authorlaed  for  aoqulBitfcm  of  estpoerfMeietom. 

^  “  epproval  far  the  ac-  (g)  EspenMie  personof  properly. 

woperty  Is  given  after  (D  CJonsumaWe  materials  and  suSSS. 
the  funds  are  awarded,  by  means  of  n  The  cost  principles  prescribed  by 
wrtttm  stipulation  «t  the  time  such  ap-  and  Appendix  A  of  fids  part  provide.  In 

effect,  that  the  cost  of  consumahift  mp- 
^  jwoperty  mart  be  rafficlently  PUes  or  materials  Is  allowable  only  to 

desmtoed  to  enable  the  State  agency  to  the  extent  that  tte  snpiUes  or  materials 
exactly  what  property  la  are  xeasorndflyneoeasary  to  carry  ort  the 
^  Py°**'**°^  Amounts  In  excess  ctf  need  are 

ras  may  not  eaerelm  Che  right  therefore  not  aBowaMe  costs. 
mm  the  State  agency  no  longer  needs  (*>  Other  expendable  personal  prop- 
jte  property  In  the  aettvllg  for  whidL  erly.  In  many  cases,  items  of 
it  was  ^ulred.  Sudti  need  shaU  be  aa-  personal  property  (olher  than  consum- 
tocminatloa  of  the  aWe  supplies  or  materiate)  whose  acqul- 
aetwuy  to  which  the  property  was  used  sltion  cost  was  borne,  in  whale  or  In 
-tff  .M  XI.  ^  ****  State  agency  oonttoaes  to  use  Part,  by  Ytm  have  a  usefifl  life  longer 

«ate  agency  the  i*™**'*^  Program-relatod  Ihe  period  of  need  on  the  program 

hasnoneedfor  the  property,  disposition  activitlea  after  the  terminatton  date  and  for  which  were  required.  Hm  state 
^  “ade  as  follows:  demoBsteates  to  FN6  a  oontlnued  need  agency  may  at  Ms  tebdn 

^  acquisition  forauch  use  to  the  program.  or  MOawh  items  when  no  longer  iSS 

cost  of  >14)00  or  less  per  unit  exc^t  for  „  In  <»<!«  to  mKicise  the  right,  the  ^  «ny  federally  sponsored  activity  (In- 
PTOP^  roviraedunder  paragraph  (d)  Jedeml  Goverameot  must  Issue  dlstowi-  tending  aettvttles  spopsored  by  ottier 

the  State  ttoi  Irntrurttons  to  the  State  agency  not  ^hderalagenelesl.Hewever.compensn- 
apneyd^  seU  the  property  and  relm-  later  than  120  days  after  the  State  agency  tlon  to  ms  shaH  be  requhed 

paragraph  no  longer  ^ds  the  properly  In  the  ac-  gwgate  fair  mailcet  vrtne  of  aB  nSb 
(b)  (3)  (11)  iC)  of  this  section.  t^y  for  which  It  was  acquired.  If  In-  Items  acquired  under  the  FWB 

(11)  If  the  property  had  an  acquisition  are  not  Issued  within  that  Staffing  exceeds  $900  when  no  longer 

cost  of  over  $1J)Q0  per  unit,  the  State  right  Shan  lapse,  and  the  needed  for  any  fedenffiy  sponsored  ae- 

agency  Shan  request  disposition  Instrnc-  agency  shaBact  In  accordance  with  tWty.  The  amount  of  compensation 

tlons  frma  PBS.  The  IMS  Shall  Issue  In-  *he  aK>llcable  standards  In  paragraph  be  computed  by  applying  the  percentage 
strucUons  to  the  State  agency  within  120  ^  ****  «*ctlon.  o*  W®  partlcipatlcsi  In  the  cost  of  the 

da^s  following  the  receipt  of  such  re-  ,  State  agency  shan  be  enfitted  Propeity  to  the  cnrre«i  fair  yaitie 

quest  and  the  following  procedures  Bh<>3i  .  .  relmbigaeBMOt  for  any  shipping  and  Items  retained,  and  to  the  sale  pro- 
govem:  mterlm  storage  costs  H  taours  pursuant  ceedBcfttemsscild. 

(A)  If  the  State  agency  Is  in.<itnirifd  to  Government's  (Hsporttlon  (h)  Waiver  of  accountabiHtv.  (1) 

ship  the  property  eteevhere.  the  State  ~  ^  mere  sartkortoed  under  Fbdezrt  Law 

agency  shaU  be  reimbursed  with  an  Property  Mamaoei^  ffloaiards.  (eg:,  (42  UAa  1892)  Pub.  L.  $5-834) 

amount  which  Is  computed  by  applying  Property  management  title  to  tangible  personal  pramerty  wheae 

the  percentage  of  the  State  agenev's  ^  nanexpendaMe  permnai  acquisition  cost  is  Iv^a  in  vhde  cr  In 

participation  In  the  cost  of  11^ prop-  ^  program  funds  sball  vest  In  the 

erty  to  the  currrot  fair  nmiket  value  of  lotiawtog  procedural  require-  State  agency  wUtaout  regard  to  any 

the  property,  plus  any  dipping  or  In-  _ _ _  requirements  of  this  part  and  wlth- 

terim  storage  costs  Incurred.  ^  U)  ^  irtyerly  ^eeoi^  shall  be  main-  out  further  chllgaUm  to  the  libderal 

CB)  H  the  State  agency  Is  provide  lor:  Government,  except  as  provided  in  para- 

toolherw^(Serf^wtS5^  ^  graph  Oa)  (2)  of  this  section.  ^ 

State  agency  ShaU  be  reimbursed  by  FBB  athar  number  or  (2)  When  title  to  an  item  of  property 

for  the  costs  incurred  In  such  disposlticoi.  Oil)  Aeouttition  living  an  acwlrttlcn  cart  of  $1D00  or 

(C)  If  disposition  or  other  tostoS-  (to)  itoSIceS^ieSJi,^  to  vested  to  the  State  agency  por¬ 
tions  are  not  issued  within  the  120-day  <v)  J^iPS*^*®***  (d)  of  this  section, 

period  specified  hi  paragraph  (d)  (3^  (ID  theaequtoitionof  Ihe'nroner^*^  ^  ^1®  ^^®  ^  require  the 

of  this  secUfm.  the  State  agency  /yi)  i^icaijAn  ura  *  xi.  ®tate  agency  to  transfer  title  to  the  ^tATn 

sen  the  property  and  rsdniburse  FNB  properta^^ood”^  onditimi  of  the  of  Pr<H)e^  to  the  Federal  Government 

*»"**rw.  »na  or  to  a  third  party  named  by  FN3.  The 
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right  may  be  exercised  at  any  time,  but 
no  later  than  12  months  after  FNS  has 
received  the  final  Financial  Status  Re¬ 
port  (or  other  final  financial  xeport 
serving  an  essentially  equivalent  func¬ 
tion)  frmn  the  State  agency  after  cmn- 
pletion  or  termination  of  the  activity 
for  which  the  property  was  acquired.  If 
the  right  is  exercised,  the  State  agency 
shall  be  entitled  to  reimbursement  for 
the  costs  Incurred  in  transferring  the 
property. 

(i)  Patents  and  inventions.  If  any 
program  activity  produces  patents,  pa¬ 
tent  rights,  processes  or  Inventions  in  the 
course  of  work  aided  by  FNS,  such  fact 
shall  be  promptly  and  fully  reported  to 
FNS.  FNS  shall  determine  whether  pro¬ 
tection  cm  such  invention  or  discovery 
shall  be  sought  and  how  the  rights  in  the 
invention  or  discovery — including  rights 
imder  any  patent  Issued  thereon — shall 
be  disposed  of  and  administered  in  order 
to  protect  the  public  Interest  consistent 
with  "Government  Patent  Policy”  (Pres¬ 
ident’s  M^orandum  for  Heads  of 
Executive  Departments  and  Agencies, 
August  23, 1971) ,  and  Statement  of  Gov¬ 
ernment  Patent  Policy  as  printed  in  36 
CFR 16889. 

(j)  Copyrights.  Whea.  a  program  ac¬ 
tivity  results  in  a  bo(^  or  other  copy¬ 
rightable  material,  the  author  or  State 
agoicy  is  free  to  copyrlgdit  the  work,  but 
FNS  resales  a  r(^alty-free,  nonexclu¬ 
sive  and  irrevocable  license  to  reproduce, 
pubUi^  or  otherwise  use  and  to  author¬ 
ize  others  to  use  the  work  for  govern¬ 
ment  piuposes. 

(k)  Determining  percentage  of  partlc~ 
ipation.  (1)  Various  provisions  in  this 
part  require  a  determlnaticm  of  the  per¬ 
centage  of  FNS  participation  in  the  cost 
of  the  property  in  order  to  compute  the 
amount  of  compensation  for  the  value, 
or  proceeds  from  sale  of  property.  In  de¬ 
termining  the  applicable  percentage, 
there  drall  first  be  deducted  from  the  al¬ 
lowable  costs  Incurred  during  the  ap¬ 
propriate  period  any  royalties  or  other 
income  (not  including  interest  income  or 
proceeds  from  sale  of  pr<^rty)  earned 
by  the  program  activity  during  such 
period. 

(2)  The  deduction  of  incmne  required 
by  paragraph  (k)  of  this  secticm  is  inde¬ 
pendent  of,  and  is  not  intended  to  con¬ 
trol,  the  disposition  of  such  Income  pur¬ 
suant  to  S  275.6. 

§  275.15  Procurement  standards. 

(a)  Scope.  This  section  provides 
standards  for  use  by  State  agencies  in 
establishing  procedures  for  the  procure¬ 
ment  of  supplies,  equipment,  construc¬ 
tion  and  other  services  whose  cost  is 
borne  in  whole  or  in  part  as  a  direct 
charge  to  FNS.  These  standards  are  fur¬ 
nished  to  insure  that  such  materials  and 
services  are  obtained  in  an  effective 
manner  and  in  compliance  with  the  pro¬ 
visions  of  applicable  Federal  laws  and 
Executive  Orders.  No  additional  procure¬ 
ment  standards  will  be  imposed  by  FNS 
upon  State  agencies  unless  specifically 
required  by  Federal  laws  or  Executive 
Orders. 

(b)  Oenercd.  (1)  State  agencies  may 
use  their  own  procurement  policies  pro- 
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vided  that  procurements  whose  cost  is 
borne,  in  whcde  or  in  pert,  as  a  direct 
charge  to  FNS  adhere  to  the  standards 
set  forth  in  this  part. 

(2)  The  standards  contained  in  this 
part  do  not  relieve  the  State  agency  of 
the  responsibilities  arising  under  its  con¬ 
tracts.  The  State  agency  is  the  respon¬ 
sible  authority  for  the  settlement  and 
satisfaction  of  all  contractual  and  ad¬ 
ministrative  issues  arising  out  of  pro- 
curements  entered  into  in  support  of  the 
program.  This  includes,  but  is  not  limited 
to,  disputes,  claims,  protests  of  award, 
source  evaluation  or  other  matters  of  a 
contractual  nature.  Matters  concerning 
vlolaticm  of  law  are  to  be  referred  to  such 
local,  State  or  Federal  authority  as  may 
have  proper  jurisdiction. 

(c)  Code  of  conduct.  The  State 
agency  shall  maintain  a  code  or  stand¬ 
ard  of  conduct  which  shall  govern  the 
performance  of  its  officers,  en^loyees  or 
agents  in  contracting  with  and  expend¬ 
ing  FNS  funds.  The  State  ag^y’s  offi¬ 
cers,  employees  or  agents  shall  neither 
solicit  nor  accept  gratuities,  favors  or 
anything  of  monetary  valiie  from  con¬ 
tractors  or  potential  contractors.  To  the 
extent  permissible  under  State  or  local 
law,  rules  or  regulations,  such  stand¬ 
ards  shall  provide  for  appropriate  paial- 
ties,  sanctions  or  other  disciplinary  ac¬ 
tions  to  be  applied  for  violations  of  such 
standards  either  by  the  State  agency’s 
officers,  employees  or  agents  or  by  con¬ 
tractors  or  their  agents. 

(d)  Free  competition.  All  procurement 
transactions  of  the  State  agency  regard¬ 
less  of  whether  negotiated  or  advertised 
and  without  regard  to  dollar  value  shall 
be  conducted  in  a  manner  so  as  to  provide 
maximum  open  and  free  competition.  The 
State  agency  should  be  alert  to  organiza¬ 
tional  confilcts  of  interest  or  noncom¬ 
petitive  practices  among  contractors 
which  may  restrict  or  eliminate  competi¬ 
tion  or  otherwise  restrain  trade. 

(e)  Procedural  retpUrements.  The 
State  agency  shall  establish  procurement 
procedures  which  provide  for,  as  a  mini¬ 
mum,  the  following: 

(1)  Proposed  procurement  actions 
i^all  be  reviewed  by  appropriate  State 
agency  officials  to  avoid  purchasing  un¬ 
necessary  or  duplicate  items.  Where  ap¬ 
propriate,  an  analysis  shall  be  made  of 
lease  and  purchase  alternatives  to  de¬ 
termine  which  would  be  the  most  eco¬ 
nomical  and  practical  procurements. 

(2)  Invitations  for  bids  or  requests  for 
proposals  shall  be  based  upon  a  clear 
and  accurate  description  of  the  techni¬ 
cal  requirements  for  the  material,  prod¬ 
uct,  or  service  to  be  procured.  Such  de¬ 
scription  shall  not,  in  competitive  pro¬ 
curements,  contain  features  which 
unduly  restrict  competition.  "Brand 
name  or  equal”  description  may  be  used 
as  a  means  to  define  the  performance  or 
other  salient  features  of  a  procurement, 
and  when  so  used,  the  specific  features  of 
the  named  bnmd  which  must  be  met  by 
offerors  should  be  clearly  specified. 

(3)  Positive  efforts  shall  be  made  by 
the  State  agencies  to  utilize  small  busi¬ 
ness  and  minority-owned  business 


sources  of  sui^lies  and  services.  Such 
efforts  should  allow  these  sources  the 
maximum  feasible  (H;>portunity  to  com¬ 
pete  for  contracts  to  be  performed  with 
FNS  funds. 

(4)  The  tirpe  of  procuring  instruments 
used  (i.e.,  fixed-price  contracts,  cost  re¬ 
imbursable  contracts,  purchase  orders, 
inc^tive  contracts,  etc.)  shall  be  appro¬ 
priate  for  the  particular  procurement 
and  for  promoting  the  purposes  of  the 
program  involved.  The  "cost-plus-a- 
percentage-of-cost”  method  of  contract¬ 
ing  shall  not  be  used. 

(5)  Formal  advertising,  with  ade¬ 
quate  piirchase  description,  sealed  bids 
and  pid>llc  openings  shall  be  the  re¬ 
quired  method  of  procurement  unless 
negotiation  piursuant  to  paragraph  (f) 
of  this  section  is  necessary  to  accom¬ 
plish  sound  procurement.  However,  pro¬ 
curements  of  $2,500  or  less  need  not  be 
so  advertised  unless  otherwise  required 
by  State  or  local  laws,  rules  or  regula¬ 
tions.  When  formal  advertising  is  em¬ 
ployed  by  the  State  agency: 

(i)  The  awards  shall  be  made  to  the 
responsible  bidder  whose  bid  is  respon¬ 
sive  to  the  invitation  and  Is  most  ad¬ 
vantageous  to  the  State  agency,  price 
and  other  factors  considered.  Factors 
such  as  discounts,  tranfqwrtation  costs, 
and  taxes  may  be  considered  in  deter¬ 
mining  the  lowest  bid. 

(11)  Invitations  for  bids  shall  clearly 
set  forth  all  requirements  which  the  bid¬ 
der  must  fulfill  in  mrder  for  his  bid  to 
be  evaluated  by  the  State  agency. 

(ill)  Any  or  aU  bids  may  be  rejected 
when  it  is  in  the  State  agency’s  interest 
to  do  so,  and  such  rejections  are  in  ac¬ 
cordance  with  applicable  State  or  local 
law,  rules  and  relations. 

(f)  Negotiated  procurements  by  State 
agencies.  (1)  Prociu^ments  may  be  ne¬ 
gotiated  by  State  agencies  if  it  is  not 
practicable  or  feasible  to  use  formal  acN 
vertising.  Generally,  procurements  may 
be  negotiated  if  one  or  more  of  the  fol¬ 
lowing  conditions  prevail: 

(i)  The  pffi}lic  exigency  will  not  per¬ 
mit  ihe  delay  incident  to  advertising; 

(U)  The  material  or  service  to  be  pro¬ 
cured  is  available  from  only  one  person 
or  firm;  all  contemplated  sole  source 
procurements  where  the  aggregate  ex¬ 
penditure  is  expected  to  exceed  $5,000 
shall  be  referred  to  FNS  for  prior 
approval; 

(ill)  The  aggregate  amount  Involved 
does  not  exceed  $2,500; 

(iv)  The  contract  is  for  personal  or 
professional  services,  or  for  any  services 
to  be  rendered  by  a  university,  college 
or  other  educational  institution; 

(v)  No  acceptable  bids  have  been  re¬ 
ceived  after  formal  advertising; 

.  (Vi)  The  purchase  is  for  highly  per¬ 
ishable  materials,  for  materials  or  serv¬ 
ices  where  the  p^ces  are  established  by 
law,  for  technical  items  or  equipment  re¬ 
quiring  standardization  and  inter¬ 
changeability  of  parts  with  existing 
equipment,  for  experimental,  develop¬ 
mental  or  research  work,  and  for  tech¬ 
nical  or  specialized  supplies  requiring 
substantial  Initial  Investment  for  manu¬ 
facture; 
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(vii)  Negotiation  is  oUierwise  author¬ 
ized  by  applicable  Federal,  State  or  local 
law,  rules  or  regulations. 

(2)  Notwithstanding  the  existence  of 
circumstances  Justifying  negotiation, 
competition  shall  be  obtained  to  the 
maximum  extent  practicable. 

(g)  Contractor  responsibility.  Con¬ 
tracts  shall  be  made  by  State  agencies 
only  with  responsible  contractors  who 
possess  the  potential  ability  to  perform 
successfully  imder  the  terms  and  condi¬ 
tions  of  a  proposed  procurement.  Con¬ 
sideration  shall  be  given  to  such  matters 
as  contractor  integrity,  record  of  past 
performance,  financial  and  technical  re¬ 
sources,  and  accessibility  of  other  neces¬ 
sary  resources. 

(h)  Records  for  negotiated  procure¬ 
ments  by  State  Agencies.  The  procure¬ 
ment  records  or  files  of  State  agencies 
for  negotiated  purchases  in  amounts  in 
excess  of  $2,500  shall  include  the  fol¬ 
lowing  pertinent  information:  justifica¬ 
tion  for  the  use  of  negotiation  in  lieu  of 
advertising,  contractor  selection  and  the 
basis  for  the  cost  or  price  negotiated. 
Justification  for  the  use  of  negotiation 
in  lieu  of  advertising  may  be  provided 
on  a  class  basis  or  on  an  individual  con¬ 
tract  basis. 

(1)  Contract  Administration  System.  A 
system  for  contract  administration  shall 
be  maintained  by  the  State  agency  to 
assure  contractor  compliance  with  terms, 
conditions  and  specifications  of  the  ccm- 
tract  or  order  and  to  assure  adequate 
and  timely  follow  up  of  all  pmchases. 
(j)  Contract  provisions. — (1)  GcneroZ. 

(1)  The  State  agency  shall  establish  pro¬ 
cedures  to  define  a  soimd  and  complete 
agreement  in  all  contracts  which  it 
awards  when  the  contract  costs  are  to  be 
borne  as  a  direct  charge,  in  whole  or  in 
part,  to  FNS. 

(ii)  In  awarding  such  contracts,  the 
State  agency  mmt  comply  with  the  ap¬ 
plicable  requirements  of  paragraphs  (j) 

(2)  and  (3)  of  this  section. 

(2)  Provisions,  (i)  Contracts  shall 
contain  contractual  provisions  or  condi¬ 
tions  which  will  allow  for  administrative, 
contractual,  or  legal  remedies  in  in¬ 
stances  where  contractors  violate  or 
breach  contract  terms,  and  provide  for 
such  sanctions  and  penalties  as  may  be 
appropriate. 

(ii)  All  contracts  awarded  by  State 
agencies  in  excess  of  $2,500  shall  contain 
suitable  provisions  for  termination  by 
the  State  agency  including  the  manner 
by  which  it  will  be  effected  and  the  basis 
for  settlement.  In  addition,  such  con¬ 
tracts  shall  set  forth  the  conditions  un¬ 
der  which  the  contract  may  be  termi¬ 
nated  for  default  as  well  as  conditions 
where  the  contract  may  be  terminated 
because  of,  circumstances  beyond  the 
control  of  the  contractor. 

(ill)  In  all  contracts  for  construction 
or  facility  improvement  awarded  in  ex¬ 
cess  of  $100,000,  the  bonding  require¬ 
ments  set  forth  in  S  275.3  shall  be  ob¬ 
served. 

(Iv)  All  negotiated  contracts  (exc^t 
those  of  $2,500  or  less)  shall  Include  ivo- 


visions  giving  access  to,  and  requiring  re¬ 
tention  of,  the  contractor’s  records  in 
accordance  with  §  275.4. 

(^)  Compliance  provisions.  (1)  Provi¬ 
sions  for  compliance  with  Executive  Or¬ 
der  11246,  entitled,  “Equal  Employment 
Opportunity”  as  supplemented  in  De- 
partment  of  Labor  regulations  (41  CFR 
Part  60)  shall  be  included  in  all  contracts 
to  which  they  are  applicable. 

(ii)  All  contracts  in  excess  of  $2,000 
for  construction  or  repair  shall  include 
a  provision  for  compliance  with  the 
Copeland  “Anti-Kick  Back”  Act  (18 
U.S.C.  874)  as  implemented  in  Depart¬ 
ment  of  Labor  regulations  (29  CFR  Part 
3) .  The  State  agency  shall  report  all  sus¬ 
pected  or  reported  violations  to  FNS. 

(iii)  All  construction  contracts  award¬ 
ed  by  State  agencies  in  excess  of  $2,000 
shall  include  a  provision  for  compliance 
with  the  Davis-Bacon  Act  (40  U.S.C.  276a 
to  a-7)  as  supplemented  by  Department 
of  Labor  regulations  (29  CFR  Part  5). 
The  State  agency  shall  report  all  sus¬ 
pected  or  reported  violations  to  FNS. 

(iv)  All  construction  contracts  ex¬ 
ceeding  $2,000  awarded  by  State  agencies 
and  all  other  contracts  awarded  by  them 
which  exceed  $2,500  and  which  involve 
the  employment  of  mechanics  and  la¬ 
borers,  shall  include  a  provision  for  com¬ 
pliance  with  sections  103  and  107  of  the 
Contract  Work  Hours  and  Safety  Stand¬ 
ards  Act  (40  U.S.C.  327-330)  as  imple¬ 
mented  by  Department  of  Labor  regula¬ 
tions  (29  CFR  Part  5). 

(v)  All  research  or  development  con¬ 
tracts  shall  contain  a  notice  to  the  effect 
that  rights  to  inventions  conceived  or 
first  actually  reduced  to  practice  in  the 
course  of  or  under  the  agreement  shall  be 
governed  by  “(3k)vemment  Patent  Policy” 
(President’s  Memorandum  for  Heads  of 
Executive  Departments  and  Agencies, 
August  23, 1971) ,  and  Statement  of  Gov¬ 
ernment  Patent  Policy  as  printed  in  36 
CFR  16889.  The  State  agency  shall  assure 
that  the  performer  of  the  research  or  de¬ 
velopment  work  either  is  given  all  neces¬ 
sary  information  regarding  these  mat¬ 
ters,  or  is  advised  as  to  the  source  of  such 
information.  This  subdivision  shall  also 
apply  to  nonresearch  and  nondevelop¬ 
ment  contracts  in  fields  of  science  or 
technology  in  which  there  has  been  little 
significant  experience,  outside  of  work 
funded  by  the  Federal  Government. 

(vl)  Contracts  in  excess  of  $100,000 
shall  contain  a  provision  which  requires 
the  contractor  to  comply  with  all  applica¬ 
ble  standards,  orders  or  reg\ilations  is¬ 
sued  pursuant  to  the  C3ean  Air  Act  of 
1970,  as  amended  (42  n.S.C.  1857b.  et 
seq.).  Suspected  violations  shaU  be  re¬ 
ported  by  the  State  agency  in  writing  to 
the  Regional  Office  of  the  United  States 
Environmental  Protection  Agency,  with 
a  copy  to  FNS. 

§  275.16  Cost  Principles. 

The  cost  principles  set  out  in  Appendix 
A  shall  ai^ly. 

Kote:  The  reporting  and/or  recOTdkeeplng 
requirements  contained  herein  have  been  ap¬ 
proved  by  the  Office  of  ICanagement  and 
Budget  in  accordance  with  the  Federal  Re¬ 
ports  Act  ot  1943. 


Effective  date:  Hiis  amendment  shall 
become  effective  December  17,  1974. 
(Catalog  of  Federal  Domestic  Assistance  Pro¬ 
grams  No.  10.551,  NationfU  Archives  Reference 
Services) 

December  12, 1974. 

Clayton  Yeutter, 
Acting  Secretary. 

Appendix  A — Principles  for  Determining 
Costs  Applicable  to  Administration  of  the 
Food  Stamp  Program  by  State  Agencies 

This,  appendix  sets  forth  the  procedures 
Implementing  uniform  requirements  for  the 
negotiations  and  approval  of  indirect  cost 
rate  proposals  with  State  agencies,  in  accord¬ 
ance  with  the  provisions  of  Federal  Manage¬ 
ment  Circular  74-4.  This  material  is  adapted 
substantially  from  the  circular;  changes  have 
been  made  only  where  necessary  in  order  to 
conform  with  legislative  constraints.  Extra¬ 
neous  material  has  been  deleted. 

A.  Purpose  and  scope. — (1)  Objectives.  This 
attachment  sets  forth  principles  for  deter¬ 
mining  the  allowable  costs  of  Food  Stamp 
Programs  administered  by  State  agencies 
under'  FNS  approved  State  Plans  of  Op¬ 
eration.  The  principles  are  for  the  purpose 
of  cost  determination  and  are  not  Intended 
to  Identify  the  circumstances  or  dictate  the 
extent  of  Federal  and  State  or  local  par¬ 
ticipation  in  the  financing  of  the  program. 
They  are  designed  to  provide  that  all  fed¬ 
erally  assisted  programs  bear  their  fair  share 
of  costs  recognized  under  these  principles, 
except  where  restricted  or  prohibited  by  law. 
No  provision  for  profit  or  other  Increment 
above  cost  is  intended. 

(2)  Policy  guides.  The  application  of  these 
principles  is  based  on  the  fundamental 
premises  that: 

(a)  State  agencies  are  responsible  for  the 
efficient  and  effective  administration  of  the 
Food  Stamp  Program  through  the  applica¬ 
tion  of  sound  management  practices. 

(b)  The  State  agency  assumes  the 
responsibility  for  seeing  that  Food  Stamp 
Program  funds  have  been  expended  and 
accounted  for  in  consistence  with  underly¬ 
ing  agreements  and  program  objectives. 

(c)  Each  State  agency,  in  recognition  of 
its  own  unique  combination  of  staff  facili¬ 
ties  and  experience,  will  have  the  primary 
responsibility  for  employing  whatever  form 
of  organization  and  management  techniques 
may  be  necessary  to  assure  proper  and  ef¬ 
ficient  administration. 

(3)  Application.  These  principles  will  be 
applied  by  FNS  in  determining  costs  incurred 
by  State  agencies  receiving  FNS  payments 
for  administering  the  Food  Stamp  Program 
Including  costs  in  cost  reimbursement  type 
contracts  (including  subcontracts). 

B.  Definitions. — (1)  Approval  of  author¬ 
ization  of  FNS  means  documentation  evi¬ 
dencing  consent  prior  to  incurring  specific 
costs. 

(2)  Cost  allocation  plan  means  the  tocu- 
mentation  identifying  accumulating,  and 
distributing  allowable  costs  of  program  ad¬ 
ministration  together  with  the  allocation 
methods  used. 

(8)  Cotf,  as  used  herein,  means  cost  as 
determined  on  a  cash,  accrual,  or  other  basis 
acceptable  to  FNS  as  a  discharge  of  the  State 
agency’s  accountability  for  FNS  funds. 

(4)  Cost  objective  means  a  pool,  center, 
or  area  established  tor  the  accumulation  of 
cost.  Such  areas  include  organizational 
units,  functions,  objects  or  items  of  ex¬ 
pense,  as  well  as  ultimate  cost  objectives 
including  specific  costs,  projects,  contracts, 
and  other  activities. 

(6)  Federal  agency  means  FNS  and  also 
any  department,  agency,  commission,  or  In¬ 
strumentality  in  the  meouUve  branch  at 
the  Federal  Oovemment  which  makes  grants 
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to  or  c<mtrftcts  with  State  oi  local  govern- 
ments. 

(6)  Payments  for  administrative  costs 
means  payments  to  State  agencies  pursuant 
to  any  agreement  whereby  FNS  provides 
funds  or  aid  in  kind  to  carry  out  programs, 
services,  or  activities  in  connection  with  ad> 
ministration  of  the  Food  Stamp  Program. 
The  principles  and  policies  stated  in  this 
attachment  as  applicable  to  program  pay¬ 
ments  in  general  also  apply  to  any  State 
agency  obligations  under  a  cost  reimburse¬ 
ment  type  of  agreement  performed  by  a 
subagency,  including  contracts  and  subcon¬ 
tracts. 

(7)  Food  Stamp  Program  administration 
means  those  activities  and  operations  of  the 
State  agency  which  are  necessary  to  carry 
out  the  purposes  of  the  Food  Stamp  Act,  in¬ 
cluding  any  portion  of  the  program  financed 
by  the  State  agency. 

(8)  State  agency  means  the  department 
or  agency  of  the  State  which  is  responsible 
for  administration  of  the  Food  Stamp  Pro¬ 
gram. 

(9)  Local  unit  means  any  political  sub¬ 
division  of  government  below  the  State  level. 

(10)  Other  agencies  of  the  State  means 
departments  or  agencies  of  the  State  or  local 
unit  which  provide  goods,  facilities,  and 
services  to  a  State  agency. 

(11)  Subagencies  means  the  organization 
or  person  to  which  a  State  agency  makes  any 
payment  for  acquisition  of  goods,  materials 
or  services  for  use  in  administering  the  Pood 
Stamp  Program  and  which  is  accountable  to 
the  State  agency  for  the  use  of  the  funds 
provided. 

(12)  Services,  as  used  herein,  means  goods 
and  facilities,  as  well  as  services. 

(13)  Supporting  services  means  auxiliary 
functions  necessary  to  sustain  the  direct  ef¬ 
fort  involved  in  administering  the  Pood 
Stamp  Program  or  an  activity  providing 
service  to  the  program.  TTiese  services  may 
be  centralized  in  the  State  agency  or  in  some 
other  agency,  and  include  procurement,  pay¬ 
roll,  personnel  functions,  maintenuice  and 
operation  of  space,  data  processing,  account¬ 
ing,  budgeting,  auditing,  mall  and  messenger 
service,  and  the  like. 

C  Basic  guidelines. — (1)  Factors  affecting 
allowability  of  costs.  To  be  allowable  under 
the  Food  Stamp  Program,  costs  must  meet 
the  fcdlowlng  general  criteria: 

(a)  Be  necessary  and  reasonable  for  proper 
and  efiBcient  administration  of  the  program, 
be  allocate  thereto  under  these  principles, 
and,  except  as  specifically  provided  herein, 
not  be  a  general  expense  required  to  carry 
out  the  overall  responsibilities  of  State  or 
local  governments. 

(b)  Be  authorized  w  not  prohibited  under 
State  or  local  laws  or  regulatkms. 

(c)  Conform  to  any  limitations  or  exclu¬ 
sions  set  forth  in  these  principles.  Federal 
laws,  or  other  governing  limitations  as  to 
types  OT  amounts  of  cost  items. 

(d)  Be  consistent  with  policies,  regula¬ 
tions,  and  procedures  that  apply  uniformly 
to  both  federally  assisted  and  other  activi¬ 
ties  of  the  unit  of  government  which 
the  State  agency  is  a  part. 

(e)  Be  accorded  consistent  treatment 
through  application  of  genendly  accepted 
accounting  principles  appropriate  to  the 
circtunstances. 

(f)  Not  be  allocable  to  or  Included  as  a 
cost  of  any  other  federally  financed  program 
in  either  the  current  or  a  prior  period. 

(g)  Be  the  net  of  an  i^plicable  credits. 

(2)  Allocable  costs,  (a)  A  coat  Is  aUocable 

to  a  particular  cost  objective  to  the  extent 
of  benefits  received  by  such  objective. 

(b)  Any  cost  aUocable  to  a  particular  pro- 
grw  or  coat  objective  under  the  prindplea 
provided,  for  in  thia  attachment  may  not  be 
shifted  to  other  Federal  programs  to  over- 
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cmne  fund  d^clencies,  avoid  restrictions  im¬ 
posed  by  law  or  grant  agreements,  or  for 
other  reasons. 

(c)  Where  an  allocation  of  Joint  cost  wlU 
filtimately  result  in  charges  to  the  program, 
an  allocation  plan  will  be  required  as  pre¬ 
scribed  in  section  I. 

(3)  Applicable  credits,  (a)  Applicable 
credits  refer  to  Uiose  receipts  or  reduction 
of  expenditure-type  transactions  which  off¬ 
set  or  reduce  expense  items  aUocable  to  pro¬ 
grams  os  direct  or  indirect  costs.  Examples 
of  such  transactions  are:  Purchase  discounts; 
rebates  or  allowances;  recoveries  ot  indemni¬ 
ties  on  losses;  sale  of  publications,  equip¬ 
ment,  and  scrap;  income  from  personal  or 
incidental  services;  and  adjustments  of  over¬ 
payments  or  erroneous  charges. 

(b)  AppUcable  credits  may  also  arise  when 
Federal  funds  are  received  or  are  avaUable 
from  sources  other  than  FNS  to  finance  op¬ 
erations  or  capital  items  of  the  State  agency. 
Ibis  includes  costs  arising  from  the  \ise  or 
d^reclation  of  items  donated  or  financed 
by  the  Federal  Government  to  fulfill  match¬ 
ing  requirements  under  another  program. 
These  types  of  credits  should  likewise  be  used 
to  reduce  related  expenditures  in  determin¬ 
ing  the  rates  or  amounts  applicable  to  a 
given  program 

D.  Composition  of  cost. — (1)  Total  cost. 
The  total  cost  of  a  program  is  comprised  of 
the  aUowable  direct  cost  Incident  to  its  per¬ 
formance,  plus  its  aUocable  portion  of  allow¬ 
able  indirect  costs,  less  applicable  credits. 

(2)  Classification  of  costs.  There  is  no  imi- 
versal  rule  for  classifying  certain  costs  as 
either  direct  or  indirect  under  every  account¬ 
ing  system.  A  cost  may  be  direct  with  re¬ 
spect  to  some  specific  service  or  function, 
but  indirect  with  respect  to  a  program  ot 
other  ultimate  cost  objective.  However,  it 
is  essential  that  each  item  of  cost  be  treated 
consistently  either  as  a  direct  or  an  indirect 
cost.  Specific  guides  for  determining  direct 
and  indirect  costs  allocable  under  Federal 
programs  are  provided  in  the  sections  which 
foUow. 

E.  Direct  costs. — (1)  General.  Direct  costs 
are  those  that  can  be  identified  specificaUy 
with  a  particular  cost  objective.  These  costs 
may  be  charged  directly  to  the  Food  Stcunp 
P-c^ram,  contracts,  or  to  other  pre^jams 
against  which  costs  are  finally  lodged.  Direct 
costs  may  also  be  charged  to  cost  objectives 
used  for  the  accumulation  at  costs  pending 
distribution  in  due  course  to  programs  and 
other  ultimate  cost  objectives. 

(2)  Application.  Typical  direct  costs 
chargeable  to  the  Food  Stamp  Program  are: 

(a)  Compensation  of  employees  for  the 
time  and  effort  devoted  specifically  to  the 
administration  of  the  program. 

(b)  Cost  of  materials  acquired,  consumed, 
at  expended  ig>eclficaUy  for  the  purpose  of 
the  program. 

(c)  Equipment  smd  other  approved  capital 
expmidltures. 

(d)  Other  items  of  expense  Ihcurred 
speclfioaUy  for  efficiently  and  effectively  ad¬ 
ministering  the  Food  Stamp  Program. 

(e)  Services  furnished  spedfically  for  the 
program  by  other  agencies,  provided  such 
charges  are  consistent  with  criteria  outlined 
in  Sectlon-O  of  these  principles. 

F.  Indirect  casts. — (1)  General.  Indirect 
costs  are  those  (a)  incurred  for  a  common  or 
joint  piupose  benefiting  more  than  one  cost 
objective,  and  (b)  not  readily  assignable  to 
the  cost  objectives  m>eclficaUy  benefited, 
without  effort  disproportionate,  to  the  re¬ 
sults  achieved.  The  term  “indirect  costs,”  as 
used  herein,  applies  to  costs  of  this  type 
originating  in  the  State  agency,  as  well  as 
those  Incurred  by  oth»  departments  in  sup- 
plylng  goods,  services,  and  facilities,  to  the 
State  agency.  To  facilitate  equitable  distribu¬ 
tion  of  indirect  expenses  to  the  cost  objec¬ 


tives  served,  it  may  be  necessary  to  estab¬ 
lish  a  number  of  pools  at  indirect  cost  with¬ 
in  a  State  agency  or  in  other  agencies  pro¬ 
viding  services  to  a  State  agency.  Indirect 
cost  po<ds  should  be  distributed  to  benefit¬ 
ing  cost  objectives  on  bases  vdfich  will  pro¬ 
duce  an  equitable  result  in  consideration  of 
relative  benefits  derived. 

(2)  State  agency  indirect  oosts.  All  State 
agency  indirect  costs,  including  the  various 
levels  of  supervision,  are  eligible  for  alloca¬ 
tion  to  the  program  provided  they  meet  the 
conditlmis  set  fmth  in  this  attachment.  In 
lieu  of  determining  the  actual  amount  of 
State  agency  indirect  cost  allocable  to  the 
program,  the  following  methods  may  be  used : 

(a)  Predetermined  fixed  rates  for  indirect 
costs.  A  predetermined  fixed  rate  for  com¬ 
puting  indirect  costs  ^pllcable  to  program 
administration  may  be  negotiated  annually 
in  situations  where  the  cost  experience  and 
otiier  pntinent  facts  available  are  deemed 
sufficient  to  enable  the  parties  to  reach  an 
informed  judgment  (1)  as  to  the  pr£*eble 
level  of  indirect  costs  in  the  State  agency 
dmdng  the  period  to  be  covered  by  the 
negotiated  rate,  and  (2)  that  the  amount 
allowable  imder  the  predetermined  rate 
would  not  exceed  actual  indirect  cost. 

(b)  Negotiated  lump  sum  for  overhead.  A 
negotiated  fixed  amount  in  lieu  of  indirect 
costs  may  be  appropriate  under  circum¬ 
stances  where  the  benefits  derived  from  a 
State  agency’s  indirect  services  cannot  be 
readily  determined  as  in  the  case  of  a  small 
self-contained  or  isolated  activity.  When  this 
method  is  used,  a  determination  should  be 
nuide  that  the  amoimt  negotiated  will  be 
approximately  the  same  as  the  actual  in¬ 
direct  cost  that  may  be  inciurred.  Such 
amounts  negotiated  in  lieu  of  indirect  costs 
will  be  treated  as  an  offset  to  total  indirect 
expenses  of  the  State  agency  before  alloca¬ 
tion  to  remaining  activities.  The  base  on 
which  such  remaining  expenses  are  allo¬ 
cated  should  be  appropriately  adjxisted. 

(3)  Limitation  on  indirect  costs,  (a)  Some 
Federal  programs  may  be  subject  to  laws 
that  limit  the  amount  of  Indirect  cost  that 
may  be  allowed.  Agencies  that  sponsor  pro¬ 
grams  of  thia  type  will  establish  procedures 
which  will  assure  that  the  amount  actually 
allowed  f(w  indirect  costs  \inder  each  such 
program  does  not  exceed  the  maximum  allow¬ 
able  under  the  statutory  limitation  or  the 
amount  otherwise  allowable  under  this  at¬ 
tachment,  whichever  is  the  smaller. 

(b)  When  the  amoimt  allowable  imder  a 
statutory  limitation  is  less  than  the  amount 
otherwise  allocable  as  indirect  costs  under 
this  attachment,  the  amount  not  recoverable 
as  indirect  costs  under  a  program  may  not  be 
shifted  to  another  federally  sponsored  pro¬ 
gram  or  contract. 

O.  Cost  incurred  by  other  agencies  of  the 
State. — (1)  General.  The  cost  of  service  pro¬ 
vided  by  other  agencies  may  only  Include 
allowable  direct  oosts  of  the  service  plus  a 
pro  rata  share  of  allowable  supporting  costs 
(section  B.  13)  and  supervision  directly  re¬ 
quired  in  perfonning  the  service,  but  not 
Bup«rvlslon  of  a  general  nature  such  as  that 
provided  by  the  bead  of  a  department  and  his 
staff  Bssletants  not  directly  involved  in  it¬ 
erations.  '&owever,  supervision  by  the  hecMl 
of  a  department  or  agency  whose  sole  func¬ 
tion  is  providing  the  service  furnished  would 
be  an  eligible  cost.  Supporting  costs  include 
those  furnished  by  other  units  of  the  supply¬ 
ing  department  or  by  other  agencies. 

(2)  AUemative  methods  of  determining 
indirect  cost.  In  lieu  of  determining  actual 
Indirect  cost  related  to  a  particular  service 
furnished  by  other  agencies  of  the  State, 
ei^er  of  the  foRowtng  alternative  methods 
may  be  used  provided  only  one  method  is 
uaed  for  a  egmtdAe  servlea  during  the  fiscal 
year  involved 
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(a)  Standard  indirect  rate.  An  amount 
equal  to  ten  percent  of  direct  labor  cost  In 
providing  the  service  performed  by  other 
agencies  of  the  State  (excluding  overtime, 
shift,  or  holiday  premiruns  and  fringe  bene¬ 
fits)  may  be  allowed  In  lieu  of  actual  allow¬ 
able  Indirect  cost  for  that  service. 

(b)  Predetermined  fixed  rate.  A  predeter¬ 
mined  fixed  rate  fm:  indirect  cost  of  the  unit 
or  activity  providing  service  may  be  negoti¬ 
ated  as  set  forth  in  section  F(2)(a). 

H.  Cost  incurred  hy  State  agency  for 
others. — (1)  General.  The  principles  pro¬ 
vided  in  section  O  will  also  be  used  in  deter¬ 
mining  the  cost  of  services  provided  by  the 
State  agency  to  another  agency. 

I.  Cost  allocation  plan. — (1)  General.  A 
plan  for  allocation  of  costs  will  be  required 
to  support  the  distribution  of  any  Joint 
costs  related  to  the  program.  All  costs  In¬ 
cluded  In  the  plan  will  be  supported  by  for¬ 
mal  accounting  records  Which  will  substan¬ 
tiate  the  propriety  of  eventual  charges. 

(2)  Requirements.  The  allocation  plan  of 
the  State  agency  should  cover  all  Joint  costs 
of  the  department  as  well  as  costs  to  be  al¬ 
located  under  plans  of  other  agencies  or 
organizational  units  which  are  to  be  in¬ 
cluded  in  the  costs  of  federally  sponsored 
programs.  The  cost  allocation  plans  of  all 
the  agencies  rendering  services  to  the  State 
agency,  to  the  extent  feasible,  should  be 
presented  in  a  single  document.  The  alloca¬ 
tion  plan  should  contain,  but  not  necessarily 
be  limited  to,  the  following: 

(a)  The  nature  and  extent  of  services  pro¬ 
vided  and  their  relevance  to  the  federally 
sponsored  programs. 

(b)  The  Items  of  expense  to  be  included. 

(c)  The  methods  to  be  used  in  distribut¬ 
ing  cost. 

(3)  Instructions  for  preparation,  of  cost 
allocation  plans.  The  Department  of  Health, 
Education  and  Welfare,  In  consultation  with 
the  other  Federal  agencies  concerned,  will  be 
responsible  for  developing  and  Issuing  the 
Instructions  for  use  by  States  in  preparation 
of  cost  allocation  plans.  This  responsibility 
applies  to  both  central  support  services  at 
the  State  and  local  government  level  and 
indirect  cost  proposals  of  Individual  State 
agencies. 

(4)  Negotiation  and  approval  of  indirect 
cost  proposals  for  States,  (a)  The  Depart¬ 
ment  of  Health,  Education  and  Welfare,  In 
collaboration  with  the  other  Federal  agen¬ 
cies  concerned,  will  be  responsible  for  negoti¬ 
ation,  approval,  and  audit  of  cost  allocation 
plans,  which  will  be  submitted  to  it  by  the 
States.  These  plans  will  cover  central  support 
service  costs  of  the  State. 

(b)  At  the  State  agency  level  in  any  State, 
a  single  Federal  agency  will  have  responsibil¬ 
ity  similar  to  that  set  forth  in  (a),  above, 
for  the  negotiation,  approval,  and  audit  of 
the  Indirect  cost  proposal.  Cognizant  Federal 
agencies  have  been  designated  for  this  pur¬ 
pose,  In  the  case  of  the  Food  Stamp  Program 
this  is  HEW’s  Social  and  Rehabilitation  Serv¬ 
ice.  Changes  which  may  be  required  from 
time  to  time  in  agency  assignments  will  be 
arranged  by  the  Department  of  Health,  Edu¬ 
cation  and  Welfare  in  collaboration  with  the 
other  Interested  agencies,  and  submitted  to 
the  General  Service  Administration  for  final 
approval.  A  current  list  of  agency  assignments 
will  be  maintained  by  the  Department  of 
Health,  Education  and  Welfare. 

(c)  Questions  concerning  the  cost  alloca¬ 
tion  plans  approved  under  (a)  and  (b), 
above,  should  be  directed  to  the  agency  re¬ 
sponsible  for  such  approvals. 

(5)  Negotiation  and  approval  of  indirect 
cost  proposals  for  State  agencies,  (a)  Cost 
allocation  plans  will  be  retained  at  the  State 
agency  level  for  audit  by  SRS  or  USDA  ex¬ 
cept  in  those  areas  where  either  agency  re¬ 
quests  that  cost  allocations  plans  be  submit¬ 
ted  to  it  for  negotiation  and  approval. 


(b)  A  list  of  cognizant  Federal  agencies 
assigned  responsibility  tor  negotiation,  ap¬ 
proval  and  audit  of  central  support  service 
cost  allocation  plans  at  the  local  government 
level  Is  being  developed.  Changes  which  may 
be  required  from  time  to  time  In  agency 
assignments  will  be  arranged  by  the  Depart¬ 
ment  of  Health,  Education  and  Welfare  In 
collaboration  with  the  other  Interested  agen¬ 
cies,  and  submitted  to  the  General  Services 
Administration  for  final  approval.  A  currrent 
list  of  agency  assignments  will  be  maintained 
by  the  Department  of  Health,  Education  and 
Welfare. 

(c)  At  the  State  agency  level,  the  Federal 
agency  with  the  predominant  interest  In  the 
work  of  the  State  agency  will  be  responsible 
for  necessary  negotiations,  approval  and 
audit  of  the  Indirect  cost  proposal. 

(6)  Resolution  of  problems.  To  the  extent 
that  problems  are  encountered  among  the 
Federal  agencies  in  connection  with  (4)  and 
(5)  above,  the  General  Services  Administra¬ 
tion  will  lend  assistance  as  required. 

Standards  roR  Selected  items  of  Cost 

A.  Allowable  Costs. — Standards  for  allowa¬ 
bility  of  costs  are  established  by  Federal  Man¬ 
agement  Circular  74-4.  These  standards  will 
apply  regardless  of  whether  a  particular  Item 
of  cost  is  treated  as  direct  or  indirect.  Fail¬ 
ure  to  mention  a  particular  item  of  cost  in 
the  standards  is  not  intended  to  imply  that 
it  is  either  allowable  or  unallowable,  rather 
determination  of  allowability  in  each  case 
should  be  based  on  the  treatment  of  stand¬ 
ards  provided  for  similar  or  related  items  of 
cost.  The  allowability  of  the  selected  items  of 
cost  is  subject  to  the  general  policies  and 
principles  as  stated  in  Attachment  A  to  Cir¬ 
cular  74-4. 

(1)  Accounting.  The  cost  of  establishing 
and  maintaining  accounting  and  other  in¬ 
formation  systems  required  feu:  the  manage¬ 
ment  of  Federal  programs  is  allowable.  This 
Includes  cost  incurred  by  central  agencies, 
for  these  purposes.  The  cost  of  maintaining 
central  accounting  records  required  fOT  over¬ 
all  State  or  local  government  purposes,  such 
as  appropriation  and  fund  accounts  by  the 
Treasurer,  Comptroller,  or  similar  officials,  is 
considered  to  be  a  general  expense  of  gov¬ 
ernment  and  is  not  allowable. 

(2)  Advertising.  Advertising  media  includes 
newspaper,  magazines,  radio  and  television 
programs,  direct  mall,  trade  papers,  and  the 
like.  The  advertising  costs  allowable  are 
those  which  are  solely  for: 

(i)  Recruitment  of  personnel  required  for 
the  program. 

(li)  Solicitation  of  bids  for  the  procurement 
of  goods  and  services  required. 

(ill)  Di^osal  of  scrap  or  surplus  mate- 
rails  acquired  in  the  performance  of  the 
agreement. 

(Iv)  Other  purposes  specifically  provided 
for  in  the  administration  of  the  Food  Stamp 
Program. 

(3)  Advisory  Councils.  Costs  Incurred  by 
State  advisory  councils  or  committees  estab¬ 
lished  pursuant  to  Federal  requirements  to 
carry  out  programs  cure  allowable.  The  cost 
of  like  organizations  is  allowable  when  used 
in  improving  the  efficiency  and  effectiveness 
of  the  program. 

(4)  Audit  Service.  The  cost  of  audits  neces¬ 
sary  for  the  admliilstratlon  and  management 
of  functions  related  to  the  program  is  allow¬ 
able. 

(6)  Bonding.  Costs  of  premiums  on  bonds 
covering  employees  who  handle  Federal  pro¬ 
gram  funds  or  food  coupons  are  allowable. 
The  amount  of  allowable  coverage  shall  be 
limited  to  the  anticipated  maximum  amount 
of  USDA  funds  or  food  coupons  handled  at 
one  time  by  that  employee. 

(6)  Budgeting.  Costs  Incurred  for  the  devel¬ 
opment,  preparation,  presentation,  and  exe¬ 
cution  of  budgets  are  allowable.  Costs  for 


services  of  a  central  budget  office  are  gen¬ 
erally  not  allowable  since  these  are  costs  of 
general  government.  However,  where  employ¬ 
ees  of  the  central  budget  office  actively  par¬ 
ticipate  in  the  State  agency’s  budget  process, 
the  cost  of  identifiable  services  Is  allpwable. 

(7)  Building  lease  management.  The  ad¬ 
ministrative  cost  for  lease  management  which 
includes  review  of  lease  proposals,  mainte¬ 
nance  of  a  list  of  available  property  for  lease, 
and  related  activities  is  allowable. 

(8)  Central  stores.  The  cost  of  maintaining 
and  operating  a  central  stores  organization 
for  supplies,  equipment,  and  materials  used 
either  directly  or  indirectly  for  the  Food 
Stamp  Program  is  allowable. 

(9)  Communications.  Communication 
costs  incurred  for  telephone  calls  or  service, 
telegraph,  teletype  service,  wide  area  tele¬ 
phone  service  (WATS),  centrex,  telpak  (tie 
lines) ,  postage,  messenger  service  and  similar 
expenses  are  allowable. 

(10)  Compensation  for  personal  services — 
(i)  General.  Compensation  for  personal  serv¬ 
ices  includes  all  remuneration,  paid  currently 
or  accrued,  for  services  rendered  during  the 
period  of  performance  in  the  administration 
of  the  program  including  but  not  necessarily 
limited  to  wages,  salaries,  and  supplementary 
compensation  and  benefits  (section  A  (13) 
below) .  The  costs  of  such  compensation  are 
allowable  to  the  extent  that  total  compensa¬ 
tion  for  individual  employees:  (a)  is  reason¬ 
able  for  the  services  rendered,  (b)  follows  an 
appointment  made  in  accordance  with  State 
or  local  government  laws  and  rules  and  which 
meets  Federal  merit  system  or  other  require¬ 
ments,  where  applicable;  and  (c)  is  deter¬ 
mined  and  supported  as  provided  in  (li) 
below.  Compensation  for  employees  engaged 
in  federally  assisted  activities  will  be  con¬ 
sidered  reasonable  to  the  extent  that  it  is 
consistent  with  that  paid  for  similar  work  in 
other  activities  of  the  State  or  local  govern¬ 
ment.  In  cases  where  the  kinds  of  employees 
required  for  the  federally  assisted  activities 
are  not  found  in  the  other  activities  of  the 
State  or  local  government,  compensation  will 
be  considered  reasonable  to  the  extent  that  it 
is  comparable  to  that  paid  for  similar  work 
in  the  labor  market  in  which  the  employing 
government  competes  for  the  kind  of '  em¬ 
ployees  involved.  Compensation  surveys  pro¬ 
viding  data  representative  of  the  labor 
market  Involved  will  be  an  acecptable  basis 
for  evaluating  reasonableness. 

(11)  Payroll  and  distribution  of  time. 
Amounts  charged  to  the  program  for  personal 
services,  regardless  of  whether  treated  as 
direct  or  Indirect  costs,  will  be  based  on  pay¬ 
rolls  documented  and  approved  in  accord¬ 
ance  with  generally  accepted  practice  of  the 
State  or  local  agency.  Payrolls  must  be  sup¬ 
ported  by  time  and  attendance  or  equivalent 
records  for  individual  employees.  Salaries  and 
wages  of  employees  chargeable  to  more  than 
one  program  or  other  cost  objective  will  be 
supported  by  appropriate  time  distribution 
records.  The  method  used  should  produce  an 
equitable  distribution  of  time  and  effort. 

(11)  Depreciation  and  use  allowances.  (1) 
State  agencies  may  be  compensated  for  the 
use  of  buildings,  capital  Improvements,  and 
equipment  through  use  idlowances  or  de¬ 
preciation.  Use  allowances  are  the  means  of 
providing  compensation  in  lieu  of  deprecia¬ 
tion  or  other  equivalent  costs.  However,  a 
combination  of  the  two  methods  may  not  be 
used  in  connection  with  a  single  class  of 
fixed  assets. 

(ii)  The  computation  of  depreciation  or 
use  allowances  will  be  based  en  acquisition 
cost.  Where  actual  cost  records  have  not  been 
maintained,  a  reasonable  estimate  of  the 
original  acquisition  cost  may  be  used  in  the 
computation.  The  computation  will  exclude 
the  cost  or  any  portion  of  the  cost  of  build¬ 
ings  and  equipment  donated  or  borne  directly 
or  Indirectly  by  the  Federal  Government 
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tbrough  charges  to  Federal  programs  or 
otherwise,  IrrespectlTa  of  where  Utle  was 
originally  vested  or  where  It  presently  resides. 
In  addition,  the  computation  will  also  eat* 
elude  the  cost  of  land.  Depredation  or  a  use 
aUowance  on  Idle  or  excess  facilities  la  not 
allowable,  except  when  q>eelfically  author¬ 
ized  by  FNS. 

(Ill)  Where  the  depreciation  method  Is  fol¬ 
lowed.  adequate  property  reewds  must  be 
maintained,  and  any  generally  accepted 
method  of  computing  depredation  may  be 
used.  However,  the  method  of  computing  de¬ 
predation  must  be  consistently  applied  for 
any  q>eclflc  asset  or  class  of  assets  for  all  af¬ 
fected  federally  sponsored  programs  and  must 
result  In  equitable  charges  coxulderlng  the 
extent  of  the  use  of  the  assets  for  the  benefit 
of  such  programs. 

(Iv)  In  lieu  of  depredation,  a  use  aUow¬ 
ance  for  buildings  and  Imiwovements  may  be 
computed  at  an  annual  rate  not  exceeding 
two  percent  of  acquisition  cost.  The  use  al¬ 
lowance  for  equipment  (exdudlng  Items 
iw(^>erly  capitalized  as  building  cost)  wUl  be 
computed  at  an  annual  rate  not  exceeding 
six  and  two-thirds  percent  of  acquisition  cost 
of  usable  equipment. 

(v)  Ko  depredation  or  use  dharge  may 
be  allowed  on  any  aeeets  that  would  be 
considered  as  fully  depreciated,  provided, 
however,  that  reasonable  use  charges  may 
be  negotiated  tor  any  such  assets  If  war¬ 
ranted  after  talcing  into  cooelderatlon  the 
cost  of  the  faculty  or  Hem  Involved,  the 
estimated  useful  life  remaining  at  time  dt 
negotiation,  the  effect  of  any  Increased 
maintenance  charges  or  decreased  efflclraicy 
due  to  age,  and  any  other  factors  pertinent 
to  the  utlUaation  of  the  facility  or  item  for 
the  pdtpose  contemplated. 

(13)  Disbvralnft  service.  The  cost  of  dis¬ 
bursing  program  funds  by  the  State  Treae 
txrer  or  other  designated  dBoer  Is  allow¬ 
able.  Disbursing  services  cover  the  proe- 
esslng  of  cheelES  or  wacrants,  from  prspara- 
tion  to  redemption.  Including  the  necessary 
records  of  aooountabUlty  and  reocmcWatlon 
of  such  records  with  related  cash  accounts. 

(13)  Employee  fringe  bswe/lts.  Oosts  Iden¬ 
tified  under  (1)  and  (11)  below  are  allowable 
to  the  extent  that  total  compensation  for 
employees  Is  reasonable  as  defined  In  sec¬ 
tion  A(10)  above. 

(1)  Sznifioyee  benefits  In  the  form  of 
regular  compensation  paid  to  employees 
during  periods  of  authorized  absences  from 
the  Job,  su<di  as  for  ann\ial  leave,  sick  leave, 
court  leave,  mUltary  leave,  and  the  like.  If 
they  are:  (a)  provided  pursuant  to  an  ap¬ 
proved  leave  system,  and  (b)  the  cost  th«e- 
of  Is  equitably  aUocated  to  aU  related  activ¬ 
ities,  including  federally  assisted  pro¬ 
grams. 

(U)  Employee  benefits  In  the  form  of  em¬ 
ployers’  contribution  or  expensee  tor  social 
security,  employees’  life  and  health  Insur¬ 
ance  plans,  unemployment  tnsuranoe  cover¬ 
age,  workmen’s  compenaatloii  Insurance, 
pension  plans,  severance  pay,  and  the  Uke, 
provided  such  benefits  are  granted  under 
approved  plans  and  are  distributed  equi¬ 
tably  to  programs  and  to  other  activities. 

(14)  Employee  morale,  health  anA  loelfare 
costs.  The  costs  ot  health  or  first-aid  clinics 
and/or  Infirmaries,  recreational  faclllttes, 
employees’  counseUng  services,  emifioyee  In- 
formatlon  publications,  and  any  rested 
e^>enaes  Incurred  In  accordance  with  gen¬ 
eral  State  or  local  policy,  are  allowable.  In¬ 
come  generated  from  any  of  these  activities 
will  be  offset  against  expenses. 

(16)  ExhUbtta.  Costs  of  whlblts  rating 
specifically  to  the  Food  Stamp  Program  are 
allowable. 

(10)  Legal  expenses.  The  cost  of  legal  ea- 
penses  required  In  the  administration  of 
the  program  Is  allowable.  Legal  services  fur¬ 
nished  by  the  chief  legal  officer  of  a  State 


or  local  government  of  his  staff  solely  for 
the  purpose  of  dlichargiBg  his  general  re- 
spmisiblUtles  as  legal  oflioer  are  unallowable, 
l^gal  expenses  for  the  prosecution  of  rfnJmn 
against  the  Federal  Oovemment  are  un¬ 
allowable. 

(17)  Maintenance  and  repair.  Costs  in¬ 
curred  for  necessary  maintenance,  repair,  or 
Tipkeep  of  property  which  neither  add  to  the 
pwmanent  value  of  the  pre^rty  nor  iq>- 
preclably  proloDg  Its  Intended  life,  but  keep 
It  in  an  efficient  opera^ng  condition,  are 
allowable. 

(18)  Materials  and  supplies.  The  ooet  of 
materials  and  supplies  neceesary  to  carry  out 
the  program  Is  allowable.  Purchases  made 
specifically  for  the  program  should  be 
charged  thereto  at  their  actual  prices  after 
dedtictlng  all  cash  discounts,  trade  dis¬ 
counts,  rebates,  and  aUowancee  received  by 
the  State  agency.  Withdrawals  from  general 
Btona  or  stockrooms  should  be  charged  at 
cost  under  any  recognized  method  of  pric¬ 
ing  consistently  iq>plled.  Incoming  trans¬ 
portation  charges  are  a  prx^r  part  of  mate¬ 
rial  cost. 

(19)  Memberships,  subscriptions  and  pro¬ 
fessional  activities. — (1)  Memberships.  The 
cost  of  membenhlp  in  civic,  business,  tech¬ 
nical  and  professional  organizations  Is  al¬ 
lowable,  Provided:  (a)  The  benefit  from  the 
membership  ii  related  to  the  program,  (b) 
the  expenditure  Is  for  agency  membership, 
(e)  the  ooet  of  the  membership  Is  reason¬ 
ably  related  to  the  value  of  the  services  or 
benefits  received,  and  (d)  the  expenditure  is 
not  iot  membership  In  an  organization 
vrtilch  devotes  a  substcmtial  part  of  Its 
activities  to  tnfiuendng  leglslatton. 

(II)  Reference  material.  The  cost  of  bocAs, 
and  subscriptions  to  civic,  business,  profes¬ 
sional,  and  technical  periodicals  is  allow¬ 
able  when  related  to  the  program. 

(III)  Meetings  and  conferences.  Costs  are 
allowable  when  the  prlmiuy  pxirpose  of  the 
meeting  is  the  dissemination  of  technical 
Infcwmation  relating  to  the  program  and 
they  are  consistent  with  regular  isracttcea 
followed  for  other  activities  of  the  State 
agency. 

(20)  Motor  pools.  The  ooets  of  a  service 
organization  which  provides  automobiles  to 
user  State  agencies  at  a  mileage  or  fixed  rate 
and/or  provides  vehkfie  maintenance,  in¬ 
spection  and  repair  servleea  are  allowable. 

(21)  PayroU  preparation.  The  cost  of  pre¬ 
paring  payrcfils  and  maintaining  necessary 
related  wage  records  Is  allowable. 

(32)  Personnel  administration.  Ooets  for 
the  recruitment,  examination,  certification, 
classlflcation,  training,  establishment  ad  pay 
standards,  and  related  actlvltieB  for  the  pro¬ 
gram  are  allowable. 

(23)  Printing  and  reproduction.  Cost  for 
printing  and  reproduction  services  necessary 
for  program  administration.  Including  but 
not  limited  to  forms,  reports,  mamutls,  *nd 
Information  literature,  are  allowable.  Publl- 
catjk>n  costs  of  reports  or  other  media  relating 
to  program  accomplishments  or  results  art 
allowable. 

(24)  Procurement  service.  The  cost  of  pro¬ 
curement  service.  Including  solicitation  of 
bids,  preparation  and  award  of  contracts,  and 
all  phases  of  contract  administration  In  pro¬ 
viding  goods,  facilities  and  services  for  the 
program  is  allowable. 

(25)  Taxes.  In  general,  taxes  or  payments 
In  lieu  of  taxes  which  the  State  agency  Is 
legally  required  to  pay  are  allowable. 

(30)  Training  and  education.  The  cost  of 
In-service  training,  cutomarily  provided  tor 
employee  develc^ment  which  directly  or  In¬ 
directly  benefits  the  program  Is  allowable. 
Out-of-service  training  Involving  extended 
periods  of  time  Is  allowable  only  when  ^>e- 
ciflcally  authorized  by  FNS. 

(27)  Transportation.  Costs  Incurred  for 


freight,  cartage,  express,  postage  and  other 
traDiq>ortaUan  costs  relating  either  to  goods 
purchased,  delivered,  or  moved  from  one  lo¬ 
cation  to  another  are  allowable. 

(28)  Travel.  Travel  costa  ara  allowable  for 
expenses  for  traxiiqxirtation,  lodging,  subsis¬ 
tence,  and  related  items  Incurred  by  em¬ 
ployees  who  are  in  travel  status  on  official 
business  Incident  to  the  program.  Such  costs 
may  be  charged  on  an  actiial  basis,  or  a  per 
diem  or  mlleago  basis  In  Ueu  of  actual  costs 
Incurred,  or  on  a  combination  of  the  two, 
provided  the  method  used  is  applied  to  an 
entire  trip,  and  results  In  charges  consistent 
with  those  normally  allowed  In  like  circum¬ 
stances  In  nonfederally  qx>nsored  activities. 
The  difference  In  cost  between  first-class  air 
accommodations  and  less-than-first-class  air 
accommodations  Is  unallowable  except  when 
less-than-flrst  class  air  accommodations  are 
not  reasonably  available. 

B.  Costs  allowable  with  approval  of  FNS — 
(1)  Automatic  data  processing.  The  cost  of 
data  processing  services  tor  Food  Stamp  Pro¬ 
gram  administration  Is  allowable.  Thta  cost 
may  Include  rental  of  equipment  or  deprecia¬ 
tion  on  State  agency  owned  equ4>ment.  The 
acquisition  of  equipment,  whether  by  out¬ 
right  purchase,  rental-purchase  agreement  or 
other  method  of  puixfiMse,  Is  allowable  only 
upon  specific  prior  approval  of  FNS  as  pro¬ 
vided  under  the  selected  Item  for  capital 
expenditures.  The  conditions  for  Federal  fi¬ 
nancial  participation  In  the  acquisition  of 
Automatic  Data  Processing  equipment  and 
services  are  contained  in  this  Sectlcm  In  ac- 
omlance  with  OMB  Circular  No.  A-90. 

(1)  Definitions,  (a)  ’’Acceptance  docu¬ 
ments’*  means  written  evidence  of  satisfac¬ 
tory  completion  of  im  approved  phase  of 
work  or  contract,  and  acceptance  thereof  by 
the  State  agency. 

(b)  "Advance  planning  document”  or 
"ATO"  means  a  written  plan  of  action  to 
acquire  the  proposed  ADP  services,  system 
or  equipment  containing  a  statement  of 
needs  and  objectives;  a  preliminary  cost/ 
benefits  analysis;  a  personnel  resource  state¬ 
ment  indicating  availability  of  qualified  and 
adequate  staff,  Ineludlng  a  project  director  to 
accomplish  the  project  objectives;  a  detailed 
deBcr4>tlon  of  the  nature  and  scope  of  the 
activities  to  be  undertaken  and  the  methods 
to  be  used;  a  proposed  schedule;  and  a  pro¬ 
posed  budget. 

(c)  "Automatic  data  processing"  or  "ADP” 
means  data  processing  performed  by  a  sys¬ 
tem  of  electronic  or  electrical  machines  so 
Interconnected  and  interacting  as  to  mini¬ 
mize  the  need  for  human  assistance  or  Inter¬ 
vention. 

(d)  "AutcHnatlc  data  processing  equip¬ 
ment"  or  "ADP  equipment’’  means: 

(I)  Electronic  digital  comptiters,  regard¬ 
less  of  size,  capacity  or  price; 

(II)  All  peripheral  or  auxiliary  equipment 
us^  in  support  of  electronic  computers 
whether  selected  and  acquired  with  the  com¬ 
puter  at  separately; 

(III)  Data  transmission  or  communications 
equipment  that  Is  selected  and  acquired  sole¬ 
ly  or  primarily  for  use  with  a  configuration 
of  ADP  equipment  which  Includes  an  elec¬ 
tronic  computer;  and 

(Iv)  Punch  Card  Accounting  Machines 
(PCAM)  whether  used  in  conjunction  with 
or  Independent  of  an  electronic  conq>uter. 

(e)  "Automatic  data  processing  services’’ 
cr  "ADP  services’’  means: 

(I)  Services  to  <qi>erate  ADP  equipment, 
either  by  private  sources,  or  by  employees  of 
the  State  agency,  or  by  State  or  local  or¬ 
ganizations  other  than  the  State  agency; 
noAfae 

(II)  Services  provided  by  private  sources 
or  by  ttnployees  of  the  State  agency  or  by 
State  and  local  organizations  other  than  the 
State  agency  to  perfmrm  such  tasks  as  feasl- 
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blUty  studies,  system  stiidles,  system  design  Federal  and  State  funds  In  any  calendar 
effOTts,  developmmt  of  system  speelflcatlons,  quarter.  Requests  for  approvals  must  be  for* 
system  analysis,  programming  and  system  warded  tbrougb  tbe  State  agency  prlrar  to 
Implementation.  submittal  to  ms.  Approval  by  ms  will  be 

(f)  “Data  processing”  meatu  the  prepa*  based  m  a  review  of  tbe  studies  conducted 
ration  of  source  media  containing  data  or  by  or  for  the  agency  that  will  Justify  the 
basic  elements  of  Information,  and  title  use  acquisition  of  the  proposed  ADP  equipment 
of  such  source  media  acctndlng  to  precise  or  ADP  services.  Written  approval  of  the  Ad- 
rules  at  procedures  to  accomplish  such  vwce  Planning  Document  must  be  obtained 
orations  as  classlfjdng,  stntlng,  calculating,  ffom  FKS  by  the  State  agency  prior  to  enter- 
summarizing,  recording  and  transmitting.  Ing  Into  contiractual  agreements  or  making 

(g)  "Feasibility  study”  Twaonii  a  prellml-  uiy  other  commitment  for  acquisition  of 
nary  study  to  determine  whether  It  Is  suffl-  ADP  equipment  or  ADP  services. 

clently  probable  that  effective  and  efficient  (b)  Approval  bp  the  State  Agency.  Ap- 
of  ADP  equipment  at  systems  can  be  proval  by  the  State  agency  is  required  for 
made  to  warrant  the  substantial  Investment  All  documents  specified  In  this  regulation 
of  staff,  time,  arm  money.  prior  to  submittal  for  FNS  approval.  In  addi- 

(h)  “Request  tat  pri^Kwal”  or  “RFP”  State  agency  approval  Is  also  required 

maariM  the  doc\unent  used  for  public  solid-  those  acqulstlons  of  ADP  equipment  and 
tatlons  of  competitive  proposals  from  qual-  ADP  services  exempt  from  FNS  approval  be- 
ifled  soTirces  as  outlined  In  7  CFR  275.16.  cause  of  the  $2,500  quarterly  limitation. 

(1)  “Service  agreMoent”  mAann  a  docu-  (c)  Competitive  Procurement.  Acquisition 
ment  by  the  State  at  local  agency  of  ADP  eqtiipment  and  purchase  of  ADP  serv- 

and  a  second  State  or  local  orzanlzation  nro-  Ices  shall  be  based  on  competitive  procure- 
vldlng  ADP  services  to  the  Stoto  <»  local  procediires  specified  in  7  CFR  276.16 

agency  which:  when  Federal  grant  funds  are  Involved.  State 

(1)  Identifies  those  ADP  services  to  be  pro-  agwicy  officials  responsible  for  such  procure- 
Tlded  by  the  provider  agency;  ment  will  ensure  that  formal  advertising  la 

(U)  Includes,  preferably  as  an  amendable  niethod  of  inocurement  unless  the  condl- 
attachment,  a  schedule  of  Charges  f<K  each  tlons  for  negotiation  in  7  CFR  275.15(f)  are 
Identified  ADP  service,  and  a  certification  Notwithstanding  the  existence  of  clr- 

that  these  charges  apply  equally  to  aU  cumatances  Justifying  negotiation,  competl- 

tlon  shall  be  obtained  to  the  maximum  ex- 
(Ul)  Includes  a  description  of  the  meth-  practicable.  This  conq>etltive  procure- 

od(s)  of  accounting  tJ  the  services  ren-  ex«pt  for 

dmed  under  the  agreement  and  computing  ADP  services  provided  by  the  agency  Itself,  or 
service  charges;  by  another  State  or  local  agency. 

(iv)  Includes  assurances  that  services  pro-  (<»)  Sagittal  ^DocumenU.  Su^^l 
Tided  Shall  be  timely  and  satlsfactorllr.  Md  ^  claln^g  Feder^  fin^clal  partlcl^. 

(T)  Requires  the  provider  agency  to  ob-  d)  the  advance  planning 

tain  prior  State  agency  approval  *ti<i  to  f<A-  ,  4.  ,  x.  ^  * 

low  competitive  procurement  procedures  agreemrat 

equivalent  to  those  contained  In  7  CFR  276.16  P«>^tng  are  to  be  provided  by  s 

for  the  acquisition  at  any  ADP  services  In  *** 

y  “  *“  •»  “>•  pri»  to  It, 

programs,  procedures,  and  associated  docu- 

equipment  Is  used  prior  to  signature  of  th, 

/v\  _ _ _ contracting  officer  when  services  or  equip 

ment  are  to  be  acquired  commercially. 

(▼>  V<*untery  submittal,  or  when  request 
In  ed  byPN8,wlU^madeof:  ’ 

4.!^“'  1  ,  (a)  the  feasibUlty  study, 

(l)  System  s^lflcatlons”  means  Inter-  " 

matlon  about  the  new  ADP  system— such  Lv 

as  wkload  des^ptloM,  Input  data,  Infor-  tht  sJStem  ^mJ»tlons, 

matlon  to  be  n^ntalned  and  processed,  data  L/  awepta^document. 

le)  Method*  for  charging  coat*.  Method 
which  is  reqi^  to  determine  the  ADP  procedures  for  properly  charging  th 

equipment  and  software  necessary  to  Im-  ooete  of  all  systems  Aether  aoqulr^  fTor 
plement  the  system  design.  public  at  private  sources  shaU  bo  In  accord 

(m)  “System  study”  means  the  examine-  anoe  with  this  regulation  and  iqiplicabl 
tlon  of  existing  Information  flow  and  opera-  FNS  Instructions. 

tlonal  procedures  within  an  org;anlzatlon  to  (f)  Access.  Access  to  the  system  by  FNS  li 
determine  how  to  provide  more  timely,  ac-  all  of  Its  aspects,  including  design,  develop 
curate,  and  meaning;ful  Infmrmatloii  ter  ment,  and  operation.  Including  work  per 
management  declslon-maklng  and  to  develop  form^  by  any  source,  and  including  coa 
new  or  Improved  ADP  systems  to  service,  con-  reocvds  of  contractors  and  subcontrauston 
trol  and  coordinate  the  activities  of  the  orga-  shall  be  made  available  by  the  State  at  Inter 
nlzatlon  to  Improve  operational  efficiency,  vals  as  are  deemed  necessary  by  FNS  to  dc 
The  study  essentially  consists  of  three  basic  termine  whether  the  conditions  for  approvi 
phases:  data  gathering  or  Investigation  of  ere  being  met  and  to  determirie  the  efflcienc: 
the  present  system  and  new  Information  re-  economy  and  effectiveness  of  the  systen 
qulrements;  analysis  of  the  data  gathered  In  Failure  to  provide  full  access  by  approprial 
the  Investigation;  and  synthesis,  or  refitting  State  end  Federal  representatives  to  all  pari 
of  the  parts  and  relationships  tmcovered  of  the  system  idiall  result  In  termination  < 
through  the  analysis  into  an  efficient  Systran.  Federal  financial  participation  In  the  cost 
(11)  Specific  conditions  for  obtaining  Fed-  of  the  system  and  Its  operation. 
eral  financial  participation.— (e)  FNS  Prior  (g)  Ownership  rights. — (1)  Software.  Tt 
Approval.  Prior  approval  by  FNS  Is  required  State  will  have  all  ownership  rights  in  sofi 
for  the  costs  of  ADP  equipment  or  AIM*  serv-  ware  or  modifications  thereof  and  associate 
Ices  In  support  of  the  Food  Stamp  Program  documentation  designed,  developed  or  li 
tat  which  Federal  financial  participation  Is  stalled  with  Federal  financial  partlcipatlo 
being  requested.  The  only  exception  to  this  except  that  FNS  reserves  a  royalty-free,  not 
prlw  approval  requirement  is  when  the  ac-  exclusive  license  to  reproduce,  publish,  ( 
qulsltlm  of  ADP  equipment  or  ADP  services  otherwise  use,  and  to  authorize  others  1 
do  not  exceed  a  comiUned  total  of  $2,600  In  do  so,  such  software,  modification  and  do 
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ttes  (SwUoii  B<3> )  are  allowable  when  spe- 
dfleaUy  approv^  by  FN8. 

<lv)  Depreciation  and  use  aUowancee  on 
pubUtAp  oamed  tmijdingt.  These  costs  are 
allowable  as  provided  In  Section  A.11. 

(V)  Occupancp  of  space  under  rental-pur¬ 
chase  or  a  lease  with  optkm-to-ptKrcihase 
agreement.  The  cost  of  q>aoe  procured  under 
svich  arrangements  Is  allowable  when  specifi¬ 
cally  approved  by  RTS. 

(8)  Capital  expenditures.  The  cost  of  fa¬ 
cilities,  equipment,  other  capital  assets,  and 
repairs  which  materially  Increase  the  value 
or  \iaeful  life  of  capital  assets,  or  of  ncm- 
espendable  personal  property  having  a  use¬ 
ful  life  of  mote  than  one  year  and  an  ac¬ 
quisition  cost  ot  more  than  $800  per  unit.  Is 
allowable  when  such  procurement  Is  epe- 
cifically  approved  by  FN8.  Mo  such  i^tpmval 
shall  be  granted  when  Use  State  may  be 
reasonably  compensated  for  such  costs 
through  application  of  the  depredation  and 
use  procedures  authorised  by  this  attach¬ 
ment.  unless  It  shall  be  demonstrated  by  the 
State  that  approval  of  such  costs  will  result 
In  a  determinable  aavtngs  to  ms.  When 
assets  acquired  with  Federal  -'unds  are  (1) 
sdd.  (11)  no  longer  available  tor  use  In  a 
fedMvJly  sponsored  program,  or  (111)  used  tor 
purposes  not  authorised  by  FMS,  the  Federal 
agency's  equity  In  the  asset  will  be  refunded 
In  the  same  proportion  as  Federal  participa¬ 
tion  In  Its  cost.  In  case  any  assets  are  traded 
on  new  Items,  only  the  net  cost  erf  the  newly 
acquired  assets  Is  allowable. 

(4)  Insurance  and  Indemnifications.  (1) 
Costs  of  Insurance  required,  or  approved  and 
malntdned  pursuant  to  the  agreement,  la 
allowable. 

(11)  Costs  of  other  Insurance  In  connection 
with  tile  gen«al  conduct  of  activities  Is  al¬ 
lowable  subject  to  the  following  limitations: 

(a)  Types  and  extent  and  cost  of  coverage 
will  be  In  accordance  wtth  general  State  or 
local  government  policy  and  sound  business 
practice. 

(b)  Costs  of  Insurance  or  contributions  to 
any  reserve  covering  the  rldr  of  loss  of,  or 
damage  to.  Federal  Govonment  property 
are  unallowable  except  ^ihat  costs  of  Insur¬ 
ance  against  the  loss  or  tiieft  of  food  cou¬ 
pons  or  ATP  cards  may  be  allowed. 

(Ill)  Oontrttmtlcms  to  a  reserve  for  a  self- 
insurance  program  approved  by  the  8R8 
negotiating  office  are  allowable  to  the  extmit 
that  the  type  of  coverage,  the  extent  of 
coverage,  and  the  rates  and  premiums 
would  have  been  allowed  had  Insxiranee  been 
purchased  to  cover  the  risks. 


(lv>  Actual  losses  which  could  have  been 
covered  by  permlssltrfe  Insurance  (timugh 
an  iq>proved  self-insurance  program  or 
otherwise)  are  imallowablei  However,  costs 
Incurred  because  of  losses  not  covued  under 
nominal  deuctlbls  Insurance  coverage  pro¬ 
vided  In  keeping  with  sound  management 
practice,  and  minor  losses  not  covered  by  In¬ 
surance,  such  as  qxrflage,  breakage  and  dis¬ 
appearance  of  small  hand  tools  which  occur 
In  the  ordinary  course  of  operations,  are  al¬ 
lowable. 

(v)  Indemnification  Includes  securing  the 
State  against  liabilities  to  third  ];>ersons  and 
other  losses  imt  compensated  by  Insuranee 
or  otherwise.  FMS  shall  not  be  obligated  to 
indemnify  any  State. 

(5)  Management  studies.  Hie  cost  of  man¬ 
agement  studies  to  Improve  the  effectiveness 
and  efficiency  of  program  management  for 
the  Food  Stamp  Program  Is  allowaUe  except 
that  the  cost  of  studies  p^fexmed  by  agen¬ 
cies  other  than  the  State  agency  or  outside 
consultants  Is  allowable  only  when  author¬ 
ized  by  FMS. 

(6)  Preagreement  costs.  Costs  IncTurred 
prior  to  the  effective  date  at  iqiproval  of  the 
amended  Indirect  cost  proposal  or  the  revised 
Statewide  cost  allooatioa  plan,  whether  or 
not  they  would  have  been  allowable  there¬ 
under  If  Incurred  after  such  date,  are  allow¬ 
able  only  when  subsequently  provided  for  In 
the  Irfan  or  approved  Indlr^  cost  proposal. 

(7)  Professional  services.  Cost  of  profes¬ 
sional  services  rendered  by  Individuals  or 
organizations  not  a  part  of  the  State  agency 
Is  allowable  only  If  prior  authorlzatKm  is  ob¬ 
tained  from  FMS. 

(8)  Proposal  costs.  Costs  of  preparing  In¬ 
direct  cost  pr(H)oscrfs  or  amendments  tor  al¬ 
locating,  distributing,  and  Implementing 
provlsi(»i8  for  payment  ot  portions  of  the 
costs  of  administering  the  Food  Stamp  Pro¬ 
gram  by  the  State  agency  are  allowable. 

(9)  Cost  incurred  bp  Agencies  other  than 
the  State.,  Tba  cost  of  servloes  provided  by 
other  agendCB  (Including  munta^ial  govern¬ 
ments)  may  only  Include  allowalrfe  direct 
costs  plus  a  prexata  share  of  allowable  sup¬ 
porting  costs  and  supervision  dtreetly  re¬ 
quired  tn  performing  the  service.  AUowstrfe 
supporting  costs  are  those  services  which 
may  be  centralized  and  tntiudss  such  func¬ 
tions  as  procurement,  payroll,  persounrt  sarv- 
Ices,  maintenance  and  operatkm  of  space, 
data  processing,  accounting,  budgeting,  au¬ 
diting,  mail  and  messenger  sarviee  and  the 
like.  Supervision  costs  will  not  include  super¬ 
vision  of  a  general  nature  such  as  ttiat  pro¬ 


vided  by  the  head  of  a  department  and  bis 
staff  assistants  net  directly  Involved  In  the 
operatitm  of  the  program. 

In  lieu  of  determining  actual  Indirect  cost 
related  te  a  particular  aervloe  performed  by 
another  agency  either  of  the  following  alter¬ 
native  methods  may  be  used  provided  only 
one  method  Is  used  during  the  fiscal  year  In¬ 
volved  and  is  specifically  provided  for  In  tiie 
indirect  cost  prc^rassl. 

(I)  Standard  Indirect  rate  equal  to  ten  per¬ 
cent  of  direct  labor  cost  In  providing  the  ' 
service  (excluding  overtime,  shift  or  holiday 
premiums,  and  fringe  benefits)  may  be  al¬ 
lowed  In  lieu  of  actual  allowable  cost. 

(II)  A  predetmmlned  fixed  rate  for  indirect 
cost  of  the  unit  or  activity  providing  service 
may  ba  negotiated. 

C.  Unallowable  Costs.  The  following  costs 
shall  not  be  allowable: 

(1)  Bad  Debts.  Any  lessee  arising  from  un¬ 
collectible  accounts  or  other  re¬ 

lated  costs,  are  xmallowable. 

(2)  Contingencies.  Contributions  to  a  con¬ 
tingency  reserve  or  any  similar  provision  tor 
unforeseen  events  are  unallowidrfe. 

(3)  CoutributioTU  and  Donations.  tTnal- 
lowable. 

(4>  Entertainment.  Cost  whose  purpose  is 
for  amusement,  social  activities,  and  Inci¬ 
dental  costs  relating  thereto,  buch  as  meals, 
beverages,  lodgings,  rentals,  transportation, 
and  gratuities  are  imallowaJble. 

(6)  Fines  and  Penalties.  Costs  resulting 
from  violations  of  or  failxire  to  comply  with 
Federal.  State  and  local  laws  and  regulations 
ere  unallowable. 

(6)  Governor’s  Expenses.  The  salaries  and 
expenses  of  the  OOios  of  the  Governor  of  a 
State  or  the  chief  executive  of  a  political  eub- 
dlvlslon  axe  considered  a  cost  of  general  State 
os  local  government  and  are  unallowable. 
However,  the  cost  of  department  heads  who 
serve  fully  as  operating  officials  of  programs 
may  be  recognized. 

(7)  Interest  and  other  Financial  Costs.  In¬ 
terest  on  borrowings,  bond  dlseounts.  cost  of 
financing  and  refinancing  <^>eratlon8,  and 
legal  and  ixofeeslonal  fees  paid  In  connection 
therewith,  are  tinallowable. 

(8)  legisletise  Expenses.  Salaries  and  other 
e^>enaea  of  the  State  legislature  or  etirniM- 
local  governmental  bodies  are  tmallowable. 

(9)  Vnderreaeaerp  of  Cost  Under  Agree¬ 
ments.  Any  excess  of  cost  over  Federal  oon- 
trlbutlon  under  one  agreement  Is  unallow- 
abto  xmder  another  agreement. 
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